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accounts receivable will provide 
additional operating cash for 

your clients’ business through 
. a low-cost Public National 


cz accounts 
\ receivable’ 


LOAN 


Simple, Economical — 
Provides Cash Promptly 





This helpful non-notification method 
of financing is available to manufac- 
turers, jobbers and wholesalers. Ap- 
plicants need not be depositors. Com- 
municate with our Accounts Receiv- 
able Loan Department for details. 


The Publie 
National Bank 


and Trust Company of New York 


37 Broad Street, New York 15, N.Y. 
Telephone: HAnover 2-9000 


26 Conveniently located Offices throughout 
Manhattan, Bronx, Brooklyn. 


Upull lke the way PUBLIC NATIONAL does business 


When writing to advertiser kindly mention Tut New York Certiriep Pustic AccouNTANT. 

















Tax Shelter in Business 
By William J. Casey 
BusiInEss Reports, INC, 
1953. Pages: 156; $12.50. 


Messrs. Casey and Lasser have written a 
third in their series of tax shelter books. Like 
the predece = “Tax Sheltered  Invest- 
ments” and “Tax Shelter for the Family,” 
this book presents an assortment of tax say- 
ings ideas. The words “in business” in the 
title might more accurately have been “for 
corporations.” The book does not emphasize 
the relative merits of conducting a business 
in one form or another, but rather presents 
ideas on how to finance and operate a business 
in a corporate form with the minimum tax 
burden. It also presents ideas on how to 
increase stockholders’ equities in the corpo- 
rate shelter which can be eventually real- 
ized in cash by the shareholders at favorable 
tax rates. As the authors state in their in- 
troduction, the objective of the book is “to 
gather the main ideas and policies and strate- 
gies through which a business may hope to 
hold its own and even to grow in the face of 
a vicious tax structure.” 

To accomplish this, the authors went to 
the daily press, court decisions and _ other 
sources and analyzed from a tax standpoint a 
number of recent business transactions. In 
addition to making interesting reading, the 
use of examples from real life, to illustrate a 
tax savings idea, undoubtedly adds more force 
to the presentation. 

The usual tax savings devices of thin 
incorporation, bail-outs, spin-offs, use of 
operating losses, etc., are covered, as well as 
some that are less well known. Two chap- 
ters are devoted to showing how increased 
advertising and research expenditures can 
build up not only the earnings of corporations 
but the goodwill values. These enhanced 
values created by tax deductible expenditures 
can then be converted into cash by the stock- 
holders at capital gains rates. 

For the accountant the book’s chief value 
is as a self-starter for the trip down the road 
of tax savings for his client. For all the 
things that must happen before he can come 
to the end of the road—the painstaking re- 
search, the patient digging for all the facts, 
the prudent weighing of the alternatives, the 
informed balancing of risks involved—for all 
these the book is no substitute. 

The reviewer is of the impression that most 
of the material in the book appeared in one 
form or another in the semi-monthly “J. K. 
Lasser Reports on Taxes.” The accountant 
who does not subscribe to the semi-monthly 
service or would like to have the contents 
available in a bound volume, will find “Tax 
Shelter in Business” a helpful supplement to 
his set of tools. 


Lasser, 


N. Y, 


and J. 
Roslyn, 


Puitie BARDES 


New York, N. Y. 
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You keep girls happy on the job... 





You keep accounting work up-to-date... 
when you put the all-purpose low-cost Under- 
wood Sundstrand Model E Accounting Ma- 
chine to work! 


A mechanical brain does most of the 
work .. . directs all the automatic operations. 
Speeds output! Minimizes errors! Saves time, 
money, and effort. 


A cinch to operate...ask anyone who 
uses the Model E! For the famous touch- 
operated Sundstrand 10-key keyboard gives 
that much-wanted relief from fatigue! 





Underwood Corporation 


Accounting Machines. . . Adding 
Machines. . . Typewriters... 

| Carbon Paper .. . Ribbons . ; 
One Park Avenue New York 16,N.Y. [G2 
Underwood Limited, Toronto 1, Canada 
Sales and Service Everywhere 
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Hee Brig, 


is the answer to your 
girl-power problem! 


The Underwood Sundstrand 
Model E Accounting Machine 


When writing to advertiser kindly mention Tue New York Certiriep Pustic ACCOUNTANT. 





COSTS SO LITTLE 
oe 
OFFERS SO MUCH / 


Any size business organization can profit- 
ably use the Model E because it posts such a 
variety of records, does all kinds of mis- 
cellaneous figure work. 


Whether your Company is large or small, 
Underwood has just the right accounting 
machine for every purpose .. . for every purse. 


Before you buy any accounting machine, 
see the Model E in action on your own 
work...and keep girls happy on the job. 


Ask an Underwood Accounting Machine 
representative to arrange for your demonstra- 






tion... without obligation. 
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Underwood Corporation 
One Park Avenue, New York 16, N. Y. 


_| Please send literature, further describing your 
new Underwood Sundstrand Model E Machine. 


{| I would like to have a demonstration. 


Name 





Firm 
Street 
City 








State 
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HOW YOUR 
ORPORATION CLIENTS 
CAN ADD TO THEIR 







1 % Per Year 


2 Savings Dividend 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS otter look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 22% per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 
DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 


or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers. 


RESOURCES 


NINTH (3 = 


FEDERAL SAVINGS 
_ AND LOAN ASSOCIATION 





AT TIMES SQ. _ FACING U.N. 
1457 B'WAY. Ist Ave.—45th St. 2 
_Hours—9 to 3 Hours—9 to 3 a 





Wednesday 9 to 7 - 
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(Continued from page 668) 
Procedure and Practice Before the Tax 

Court of the United States—13th Edi. 

tion, 1953. 

Edited by CCH Federal Tax Law Staff, 

COMMERCE CLEARING House, INc., Chicago 

and New York. One volume, 288 pages, 

6 x 9 inches, heavy paper covers. Price $3, 

The recent reorganization of the Internal 
Revenue Service will undoubtedly bring more 
practitioners much more frequently before the 
Tax Court of the United States, The elimina- 
tion of the old conference section of the 
Bureau of Internal Revenue will unfortun- 
ately leave many more tax disputes to be 
settled at the Tax Court level, before or after 
trial, and it behooves the careful tax practi- 
tioner to be thoroughly familiar with all 
aspects of practice before the Tax Court of 
the United States. 

To meet the need for a thorough guidebook 
embodying all the essential requirements of 
practice and procedure Commerce Clearing 
House has just released a manual bringing 
together the workings of the law, the rules 
relating to practice before the Tax Court, 
and the procedure for appeal from an adverse 
decision of the Court. This timely and de- 
pendable aid for those practicing before the 
Tax Court and for those intending to do so 
includes all amendments to the rules right 
down to the publication date, as well as ar 
informative section on the reorganization of 
the Bureau of Internal Revenue. 

The handbook is comprehensive in cover- 
age and its chapters clarify and explain such 
vital topics as steps preceding appeal to Tax 
Court; appeals from Bureau determinations: 
general nacre relation of Tax Court to 
taxpayers and Tax Men; jurisdiction of the 
Tax Court; the petition ; Commissioner's 
answer and_ petitioner’s reply; preparation 
for the hearing; evidence: D. C. Code con- 
cerning evidence; procedure at the hearing; 
procedure after the hearing; and appellate 
review of Tax Court’s decision. 

Time and time again the Tax Court has dis- 
missed petitions of taxpayers or has approved 
the Commissioner's findings of tax deficien- 
cies because petitioners have failed to comply 
with some detail of procedure or with the 
Tax Court’s rules of practice. In_ this in- 
stance, form is at least as important as 
substance. 

This 13th edition of a now standard work 
includes a helpful chart mapping the order 
of progress of tax examinations through the 
Office of the Director of Internal Revenue 
and appellate facilities. The Appendix in- 
cludes the full text of the rules of practice 
before the Court as revised to April. 1953, 
with the Tax Court appendix to the rules; 
45 pertinent Tax Court forms; table oj cases 
cited; and quick-finding topical index 

This new edition is written in simple non- 
technical language, and should prove to be a 
helpful tool to every student and practitioner 
in the field of federal taxation. 

New York, N. Y. Davin 7 ACK 


(Continued on page 672) 


670 When writing to advertiser kindly mention Tue New York Certiriep Pustic ACCOUNTANT. November 








———— 
el 





the Tax 
3th Edi. 


aw Staff. 
. Chicago 
88 pages 
Price $3, 

Internal 
‘ing more 
efore the 
> elimina- 
n of the 
unfortun- 
es to be 
> or after 
X practi- 
with all 
Court of 


uidebook 
ments of 
Clearing 
bringing 
the rules 
x Court, 
| adverse 
and de- 
‘fore the 
t do Si 
es right 
‘Il as an 


ration ( 


n cover- 
ain sucl 


to Tax ] 


nations 
ourt t 
n of the 
ssioner’s 
paratior 
cde con 
caring; 


ippellate 


has dis 
pproved 
leficien 

omph 
vith the 
this in- 
tant as 


dl work 
e order 
ugh the 
Yevenut 
dix in 
practic 
1953, 
1 ‘ 
ules, 


of cases 
non 
be a 
titioner 


7 ACK 


fi! mber 








IT’S SO EASY... 


+ TO MAKE UNSURPASSED COPIES FROM THE FINEST 
3-DIMENSIONAL TRANSLUCENT TAX ORIGINALS 


New clear sharp type printing both on the face and THE 
REVERSE SIDE of superb translucent paper allows you to file 
a copy print you will be proud to sign. 


* TO SAVE MONEY AND SCARCE TYPING PERSONNEL. Just complete our trans- 
lucent form in pencil and file a copy made by a diazo copying machine. 


* TO FILE RETURNS ON TIME. No typing or rechecking necessary. 





1953 TRANSLUCENT TAX FORMS READY NOW 
ORDER COMPLETE FORMS OR SINGLE PAGES 


FEDERAL FORMS 
1040, 1040D, 1040ES, 1040F, 1041, 1065, 1099, 1120, 1120D, 1120EP 


NEW YORK FORMS 
201, 205, 3CT, 3CT-1, IT-115 


Other accounting and state forms also available 


Write now for our complete price list, order form and samples 


CYPRESS OFFSET CORP. 


1133 Broadway New York 10, N. Y. 
WAtkins 4-6055 


Original Publishers of Translucent Tax Forms 





IT’S SO SIMPLE... 


* TO WORK WITH CONFIDENCE. Be reassured. Know that the 
forms you are using were the very ones submitted for government 
approval. Know too that we are working closely with your state 
Society to supply specimen forms to obtain approval for the 
42CT and other forms. Be sure, buy from those who pioneered 
in printing approved translucent tax originals. 


* TO HAVE ALL THE ANSWERS. Cypress Offset Corp. collects all the important 
facts and is ready to furnish the answers you need. Write for our new 
booklet “1953 Authorized Procedure” for a complete picture of the trans- 
lucent tax system including newest regulations. 
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.. ON THE DAYS 
YOU WANT THEM 









D1 12 13 14 15 | 
17 18 19 20 2122 | 
“0 3129 26.27 2829 | 
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BY USING OUR 
STATISTICAL DEPARTMENT 


No more worry, overtime or working 
with old figures when your tabulating 
work is turned over to us. 

Your work will be done by experienced 
personnel on our modern punched card 
machines. It will be done to your specifi- 
cations and on time. 

Why not telephone or write now for an 


estimate based on your requirements? 


RECORDING & STATISTICAL CORPORATION 


CHICAGO -BOSTON - DETROIT - MONTREAL - TORONTO 


100 Sixth Avenue, New York 13, N. Y. 
WOrth 6-2700 





When writing to advertiser kindly mention Tue New York Certitten Pustic ACCOUNTANT. 
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(Continued from page 670) 


Audit Working Papers 
By William Jencks. and Walter C. 
Burnham. PreNTICE-HALL, INc., New 
York, N. Y., 1953. Pages: vii + 310; $7.90, 


A somewhat different version of audit 
working papers has recently been added to 
the field in the form of a looseleaf book— 
8% by 11 inches. It contains seventeen chap- 
ters of well-organized text material on the 
devising of audit working papers, together 
with almost two hundred reproductions of 
actual forms. 

In the “Preface” the authors state: “We 
have attempted to develop this book in the 
same manner in which it would be used by 
a practicing accountant or in the classroom. 
Although there are several outstanding books 
in this field, they deal primarily with papers 
for the very large corporation, and we felt 
that the publication of a reference work for 
the use of the independent public accountant, 
whose clientele consists largely of small and 
medium-sized businesses, would fill a long- 
felt need. The basic principle observed has 
been to demonstrate how working papers are 
used to fulfill the objectives of the independ- 
ent accountant’s examination. Emphasis has 
been placed on the individuality of the work- 
ing paper, with a sufficient number of illustra- 
tive variations given to help promote the 
growth of the ability to develop working 
papers that will fit the situation at hand satis- 
factorily. While it is accepted that this ability 
will be developed to the greatest extent 
through experience in the field, it is also be- 
lieved that the growth may begin at the 
college level, and thus make the beginning 
accountant more valuable to his employer.” 

In addition to the usual chapters found in 
the auditing texts concerning the audit of 
cash, receivables, inventories, prepaid and de- 
ferred items, investments, fixed assets, liabili- 
ties, net worth, and income and expenses, 
the following eight chapters are of special 
note: 

Chapter I — Purposes of Audit Working 

Papers 

“i Il — Internal Control; Internal 

Audits; Working Trial Bal- 
ances 

“ XII — Working Papers for Con- 
solidated Statements 

“ XIII — The Short-Form Report 

“ XIV — The Long-Form Report; 
Financial Statements 

“ XV — Review of the Audit Work- 
ing Papers 

“ XVI — The Permanent File 

“ XVII — Illustrative Audit Working 
Papers 

(Continued on page 673) 
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at the Address at the Eleventh Annual Conference 
eginning of The Institute of Internal Auditors, 
plover.” St. Louis, Mo., October 20 and 21, 1952 
found in also, the Thurston Award Papers. THE 
aridit of INSTITUTE OF INTERNAL AupITors, New 
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xpenses, of this book, which was reviewed on page 611 
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: Standard Cost for Manufacturing 
Internal CERTIFIED (New Second Edition) 
ial Bal- By Stanley B. Henrici. McGraw-Hitr 
Book Company, New York, N. Y., 1953. 
or Con- INSURANCE AUDITS Pages: xi + 336; $5.50. 
. The proper way to confirm the This is a revision of a textbook originally 
- adequacy, economy and efficiency of published in 1947, to which has been added 
port ; sont, H rei 2 - 4 , 
ep business insurance programs and pro- information on physical standards, and a new 
cedures. P | b chapter on accounting procedures. The pri- 
Work- : . Personal service by a recog- mary change in the new edition has been the 
nized expert. addition of problems which supplement the 
—Gr— questions at the end of each chapter. Follow- 
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116 JOHN STREET New York 38 points presented in the discussion given ear- 
BArclay 7-2572 lier in the text. 
(Continued on page 674) 
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CERTIFIED APPRAISALS 


Industrial Plants — Machinery 
Technical Experience Since 1916 
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(Continued from page 673) 


The author’s purpose in the original edition, 
as well as this, has been to explain standard 
costs from the “ground up” to those who have 
already acquired a knowledge of historical 
cost accounting methods and procedures. 

There are twenty chapters which include 
the following titles: 


Developing a Standard Cost System 

Presenting Standard Costs 

Setting Standards for Direct and Indirect 
Labor 

Setting Standards for Materials 

Setting Standards for Maintenance and 
Other Services 

Setting Standards for Fuel and Power 

General Overhead 

\pplying Standards to Operations 

Accounting For Standard Costs 

Introduction to Variance Analysis 

Variance in Labor Costs; Material Costs: 
Service and Overhead Costs 

Summary of Standard Cost 
Procedure 

Budgets 

Supervisors’ Incentive Plans 

Application of Supervisors’ Incentive Plans 


Accounting 


/4 


When writing to advertiser kindly mention Tue New York Certifies Pustic ACCOUNTANT. 


A careful examination of this table of 
contents must impress one with the logical 
presentation and its comprehensiveness. The 
language and discussion are clearly and care- 
fully presented in language that the ex- 
perienced cost accountant can readily under- 
stand. At times however, it becomes a little 
flowery, if not philosophic. 

There are some chapters which are out- 
standing in their merits, either because of the 
carefulness of their presentation or because 
of their comprehensiveness. The chapter on 
Presenting Standard Costs is especially well 
done because it states very simply a compre- 
hensive picture of standard costs. Although 
undue emphasis seems to have been placed 
upon standard cost accounting for the various 
items of manufacturing overhead, this seems 
to be justified in view of the fact that manu- 
facturing overhead permits a greater degree 
of managerial control than either direct ma- 
terials or direct labor. 

The author should be commended for his 
emphasis in the book on the role that the 
supervisor plays in the proper functioning of 
a standard cost accounting system. The two 
chapters on the Supervisors’ Incentive Plans 
and the . I pplic ation of Incentive P rv repre- 
sent a discussion which should sates: this text- 
book an important part of the training and 
reference library of all modern, progressive 
cost accountants. 

The reviewer of this book, however, was 
a little disappointed in the emphasis and 
b sition in the text allotted to the subject of 
Budgeting. Budgeting has been so important 
in the development of Standard Cost, that it 
would seem that the discussion of Budgeting 
should have appeared earlier in the text and 
have been more closely interwoven into the 
discussion and emphasis of the subject of 
Standard Cost. 

The last chapter on JJiscellaneous Features 
might well have been omitted. It adds very 
little, and tapers off in an indecisive manner 
an otherwise excellent textbook on Standard 
Costs. 

JoHn J. W. NEUNER 
Bernard M. Baruch School of Business 
and Public Administration 
The City College of New York 


C.P.A. Problems and Questions in 
Theory and Auditing 
By Jacob B. Taylor and Hermann C. 
Miller. McGraw-Hitt Book Company, 
New York, N. Y., 1953. Pages: viii + 
640; $7.00. 


The primary objective is to set forth past 
problems and questions to serve as a spring- 
board in preparation to pass the CPA ex- 
amination. A secondary objective is to pre- 
sent material for an advanced pro/lems 
course. This volume does not include any 
illustrative guides or discussion, since such 
presentations are incorporated in the com- 
panion volume of Solutions, ete. 

(Continued on page 675) 
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(Continued from page 674) 


Basically, the text is divided into four 


groups—problems, theory questions, auditing 
questions, and recent uniform CPA examina 
tions in the Appendix. 


The problem group was well selected in 
depth and breadth, containing 233 problems, 
covering the following subject areas: Finan- 
cial Statements: Construction, Preparation, 
Revision’ and Correction (25); Analysis of 
Statements, Causes and Results (6); State- 
ments of Kunds—Sources and Applications 
6); Sole Proprietorship and Single Entry 
(7); Partnerships: Division of Profits (5), 
Change of Interest (5), Liquidation (5), Sale 
r Conversion to a Corporation (4); Corpo 
rations: Organization (4), Revaluation and 
Refinancing (7), Surplus and Dividends (7), 
Book Value, Liquidation and Reorganization 
(9); Mergers and Consolidations (2), Stock 


\llotment (5); Consolidations, all phases 
(21); Banks, Brokerage and Foreign Ex- 
change (3); Budgets (6); Retail, Branch 


and Consignment Accounting (11); Cost 
\ccounting, all phases and methods (40); 
Fiduciaries, Estates and Trusts (15); Gov 
ernmental and Institutional Accounting (14) ; 
Insurance Accounting (7); Real Estate and 
Contractors’ Accounts (5);.- Valuation of 
Fixed Assets, ete. (6): Payroll, lactoring, 
Income Tax, Reciprocals (8)—Total (233). 

The Theory Group contains 283 questions 
that have been presented previously in ex 
minations. In arranging the questions, the 
iuthors classified several within each subject 
rea. Similar care was exercised with the 
175 auditing questions and problems so that 
each category includes several worthy ques 
tions 

The Appendix Section, which the reviewer 
believes represents the major addition that 
brings this publication up-to-date and more 
current than similar compilations, contains 
the CPA Problems for the May, 1950, to and 
including the November, 1951, examinations, 
plus the complete May, 1952, uniform ex- 
amination. 

The index was organized carefully, thus 
minimizing the time and effort to locate any 
problem by name or year. Since the authors 
selected worthy past problems from Illinois, 
Kentucky, Maryland, New York, Ohio, 
Pennsylvania and Wisconsin examinations, 
the index displays separate state problems. 
The reviewer believes that problem No. 146, 
The Waverly Manufacturing Company, Nov. 
1948, is not a Wisconsin problem but one of 
the many American Institute of Accountants’ 
problems. 

This volume offers students and candidates 
for the CPA examinations an excellent op- 
portunity to test their knowledge and to re- 
view the many subject areas represented with 
current full-length problems and questions, 
thus satisfying the primary objective of the 
authors in the eyes of the reviewer. 

Leo SCHLOss 
Long Island University 
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COMPTOMETRY SERVICE 


Inventories, Statistics, Etc. com- 
puted in your office or ours. 


WORTH OFFICE SERVICE, INC. 


114 Liberty Street N. Y. C. a WOrth 4-6373 
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BOOKKEEPERS 
UNLIMITED 
INC-AGENCY 


DIRECTED BY A C.P.A. 


RESPONSIBLE 
EXPERIENCED 
BOOKKEEPING 
PERSONNEL 
EXCLUSIVELY 


299 MADISON AVE., NEW YORK 17 


TELEPHONE: OXFORD 7.2237 
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specializing in the employment requirements 
of the public accountant and his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaza n. 
long Island city 
stillwell 6-5707 


new york city 


130 w. 42 street 
longacre 4-3834 


directed by a certified public accountant 





BUSINESS OPPORTUNITIES 








C.P.A. firm will purchase entire practice or 
individual accounts in N.Y.C. area. Will pay 
in excess of annual gross. Cash available for 
immediate down payment. Box 638, New 
York C.P.A. 


C. P. A. (New York)—Society Member, 
established firm desires to enlarge clientele 
by purchase of individual accounts or entire 
practice in Westchester County. Replies held 
strictest confidence. Box 640, New York 
C.P.A. 





When writing to advertiser kindly mention Tue New York Certiriep Pustic ACCOUNTANT. 


BUSINESS AND PERSONNEL 
OPPORTUNITIES 

Help Wanted: 

Situations Wanted: 


20¢ a word, minimum $5.00, 
10¢ a word, minimum $2.00, 
Business Opportunities: 15¢ a word, minimum $3.00, 
Box number, if used, counts as three words. 
Closing Date—15th of month preceding date of publication 





HELP WANTED 





Auditor to travel for well-established manu- 
facturing concern. Salary $5,000. Please 
furnish details. Box 639, New York C.P.A. 


AUDITOR (SENIOR). 25 challenging 
career positions $6000 to $8000 plus. Public 
accounting, cost or internal auditing exper- 
ience preferred. Locations NYC, Rochester, 
Bridgeport, Conn., Box 648, New York 
CPA: 








BUSINESS OPPORTUNITIES __ 





Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 


Statistical Typewriting—up to 31” wide 
Reports, mimeographing, personalized letters. 
IBM typesetting. M. E. Gitsham, 45 West 
45th Street, N. Y. 36. JU 2-4844. 








Calculating Service 
Inventories computed, sales analyses, etc. 
Statistical experience. Special service to 
C.P.A’s. Formerly with U. S. General Ac- 
counting Office. Verna Crawford, 565 Fifth 
Avenue, ELdorado 5-0280. 


Are you in need of Furnished Office, Desk 
or Mail and Phone? All available with com- 
plete service—use of conference and reception 
rooms. Stenographic service at a nominal fee. 
Mactell Service Co., 489 Fifth Ave. (42nd 
St.) New York City. MU 2-2492. 


Don’t Let Your Work Pile Up 
Monthly reports typed quickly, accurately. 
Reasonable Rates. Pick-Up, Delivery. Bur- 
lington Steno Service, 55 West 42nd Street. 
LA 4-2230. 


C.P.A., LL.B., Society Member, over 15 
years of heavily diversified experience. Will 
invest in partnership with overburdened or 
retiring C.P.A., in N. Y. N. J. or Conn. area. 
Box 635, New York C.P.A. 


C.P.A. (New Jersey)—Established firm de- 
sires to enlarge clientele by purchase of in- 
dividual accounts or entire practice. Replies 
held strictest confidence. Box 636, New 


York C.P.A. 























Practice Wanted 
C.P.A., 40, Society member, own firm, has 
available $10,000 to $20,000 for purchase ot 
practice, New York City, and vicinity. Box 
637, New York C.P.A. 
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BUSINESS OPPORTUNITIES 


Accountants’ Reports Typed 
Accurately and Attractively! Also expert 
mimeographing! Lillian Sapadin, 501 Fifth 
Ave., MU 2-5346. 


C.P.A., age 31, own practice, desires per diem 
arrangement with overburdened C.P.A. with 
partnership possibilities. Box 641, New York 
CP.A. 


RETIRING? C.P.A., 36, will purchase or 
service practice or work out gradual retire- 
ment plan. 10 yrs. diversified public experi- 
ence, 114 yrs. government price redetermina- 
tion auditor. Member AIA, State Society, 
NACA. Hold Treasury card, college gradu- 
ate. Box 642, New York C.P.A. 


Executive C.P.A., 40—16 years with well- 
known CPA firm servicing Top Name Clien- 
tele—Heavy Tax Experience—Will Provide 
Top Name References—Has own modest 
High Grade Practice—available 10 days 
monthly—seeks Partnership or Equitable As- 
sociation with busy Practitioner. Trial Peri- 
od Invited. Box 643, New York C.P.A. 


TAX ATTORNEY-C.P.A., over 20 years 
broad experience; offers services to practi- 
tioners with involved tax problems; per diem 
or fee arrangement; will invest in partner- 


ship. Box 645, New York C.P.A. 

















C.P.A., 35, excellent background and experi- 
ence, modest practice, seeks per diem or 
junior partnership arrangement, will travel. 
Box 651, New York C.P.A. 


SITUATIONS WANTED 





C.P.A. (N. Y.) desires position with pleasant 
small or medium public accounting firm. Over 
six years public experience and three years 


government. Box 644, New York C.P.A. 


C.P.A., age 49, extensive experience in all 
phases of taxes ; capable managing tax depart- 
ment ; available three days per week. Box 646, 
New York C.P.A. 











C.P.A. (N. Y.)—extensive, diversified ex- 
perience, competent and dependable, good 
knowledge of taxes, desires per diem arrange- 
ment. Box 647, New York’C.P.A. 
Controller—C.P.A.—Office Manager 
Presently employed with leading publicly- 
owned company; 15 years experience; multi- 
plant operations; subsidiaries; reports and 
analyses ; systems and procedures; inventory 
and cost control; excellent internal auditor; 
good mixer and hard worker; married; 
family. Box 649, New York C.P.A. 

C.P.A., Society member, 42, in practice 26 
years; seeks association with commercial 
firm as assistant to treasurer or controller. 


Salary open. Box 650, New York C.P.A. 
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Wm. Schnuer, BBA. MBA 








Why spend valu- 
able time reading 
hundreds of letters of application and 
interviewing many prospective appli- 
cants to secure the right employee? 


Licensee 


This has been our task for 
thousands of firms since 1939. 


Our interviewers are educated and 
experienced in the fields of personnel 
and accounting. 


3 
We do a professional job 
oe) 
¢ COMPTROLLERS e BOOKKEEPERS 
¢ OFFICE MANAGERS Full Charge 
e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. e STENOGRAPHERS 
Juniors e TYPISTS 
e EXECUTIVES e CLERKS 








FOR PROMPT 
SERVICE, Wm. Schnuer 
Licensee 
Call: 
Shirley Schnuer 
Licensee 


“Serving Leading National Firms Since 1939” 


Defeudalle 


EMPLOYMENT AGENCY 
220 W. 42nd St. © New York 36 
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‘ WE GUARANTEE THAT ACCOUNTANTS’ SUPPLY HOUSE 

tf PRICES ARE LOWER THAN THE PRICES OF OTHER ;} 
‘ LEADING STATIONERS ON ALL ITEMS IN THIS AD! 
woveveu. aad 


WATERMARKED #1 GRADE 100° SULPHITE LEDGER STOCK 28 LB. 


GREEN TINT 


Easy-on-the-eyes 


9% x11% COLUMNAR SHEETS 


“Tint-Ease“’ (2) 


In the most popular column rulings, 8, 10 and 16 
columns all with name space. 


Single Page Form — R312-8 (8 Columns) 
R312-10 (10 Columns) 
Double Page Form — R312-16 (16 Columns) 


100 — $1.30 


Sample sheets on request: e 


IM — $12.50 
DELIVERY: JAN. Ist! 


GREEN TINT 


Easy-on-the-eyes 


DOUBLE ENTRY LEDGER SHEETS 
“Tint-Ease”’ (R) 
Form 2301 A + 914 x 117% 
100 sheets - $ 1.08 3M sheets @ $10.20 
1M - $10.50 6 @ $ 9.90 
Sample sheets on request! ¢ IMMEDIATE DELIVERY 








BUFF COLUMNAR PADS 


50 Sheets toa pad - 84x 14 - 2,3, 4, 5,6, 7 Columns 
a “at 9 i. 6 Doz. @ 26. ea. 12 Doz. @ 25¢«. ea. 
Pu 2 C-C Holes to fit Standard Work Sheet 
Holder—25¢. Per Doz. Extra 
17 x 14 Analysis Pads 
12, 13 & 14 Columns 


Doz. 51c.ea. 6 Doz. @ 47c. ea 12 Doz. @ 43c. ea. 
17 x 14 Work Sheet Pads 

Punched & Perforated - 12, 13 & 14 Columns 

Doz. 66¢. ea. 6 Doz. @ 63. ea. 12 Doz. @ 60¢. ea 


Sample sheets on request! 


Note Our New Low Prices On 


WHITE 


DOUBLE ENTRY LEDGER SHEETS 


S.E. & M. Vernon 28 Ib. Royal Ledger 
Form 301-A @ 9% x 11% 


100 sheets - $1.04 —— 
1M - $9.95 
Sample sheets 
on request! 











W-2 FORMS FOR 1953! 


5 PT. N.Y. STATE FORM WITH IBM CARD 


5 SETS TO A STRIP SNAP OUT, ALL INTERLEAVED 
WITH CARBON 


Plain Imprinted 
ee Rach $ 2.90 $ 6.40 
eee < 5.75 9.35 
PGs aichick Noa 13.75 16.55 
no ee 22.75 25.80 
ey a er 41.50 48.40 


Also W-2 Envelopes Printed or Plain 


Write for Samples and Complete Price List 


Note Our New Low Prices On 


LOOSE LEAF COLUMNAR SHEETS 


WHITE S. E. & M. VERNON 
Watermarked Byron Weston Blackstone Ledger 
25% Rag Content « 28 lb. Substance e Single & 
Double Pg. Forms 
R 12 LINE—9%4 x 117% ¢ 30 numbered lines 
2 to 24 columns ¢ $1.55 per 100 sheets $15.15 per M 
R 22 Line—11 x 14 ¢ 37 numbered lines 
6 to 24 columns ¢ $2.39 per 100 sheets $22.27 per M 
R 24 LINE—11 x 17 ¢ 37 numbered lines 
10 to 36 columns ¢ $2.49 per 100 sheets $23.95 per M 

Sample sheets on request! 








Note Our New Low Prices On 


**A”” GRADE POST BINDERS 


Sheet Size 9% x 11% @ Sectional Posts @ Olive Green 
Canvas @ Black Imitation Leather Corners 


HEAVY BINDERS BOARD 


TOPLOCK STYLE 


Operated by a 
positive locking 
safety catch slide- 
ing button. 





ENDLOCK fEL7 


TOPLOCK {TL7 $9 49 
BLACK TOPLOCK #{TL7B Onty 2. EACH 


6 @ $2.25 ea. 12 @ $2.12 ea. 


A-Z Indexes to fit these binders—89¢ per set 
Blank Tab Index, 6 positions—45¢ per set 
End Lock 11 x 14— #EL48 Green Canvas 3.22 
End Lock 11 x 17 — #EL78 Green Canvas 3.39 
Top Lock 11 x 14— #TL48 Green Canvas 
Top Lock 11 x 17 — #TL78 Green Canvas 3.39 
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S.E.& M. Vernon COLUMNAR BOOKS 


#51—1414 x 111, (150 page) 
Single Page Form—2, 3, 4, 5, 6, 6 divided, 7, 8, 
Double Entry Ledger, & Record column rulings. 
Double Page Form—10, 12, 14, 16, 18 column rulings. 
(B & P Equivalent No. 23; W. J. Equivalent No. S$ 299) 
Our price $3.45 
#52—13 x 1534 (150 page) 

Single Page Form—8, 10, 12, 14, 16 column rulings. 
Double Page Form—16, 18, 20, 24, 26, 30, 36 col. rulings. 
(B & P Equivalent No. 25; W. J. Equivalent No. $81) 

Our price $4.39 
#53—105% x 812 (150 page) 
Single Page Form—2, 3, 4, 5, 6, 6 divided, 1, col. rul. 
Also Record Double Entry Ledger, %2-%2, 44-%. 
Double Page Form—8, 10, 12 column rulings. 
(B & P Equivalent No. 21; W. J. Equivalent No. $295) 
Our price $1.95 








CHARGE ACCOUNTS INVITED 


Prices listed above are our NET prices! + F.O.B., N.¥.C. 
Minimum Order Shipped $5 


ACCOUNTANTS’ 


dd 


“‘Service for Accountants”’ 


25 W. 44th St., N.¥.36 © MUrray Hill 2-2350 





We carry complete lines of merchandise by such popular manufacturers as Wilson Jones, Boorum & Pease, National Blank Book Co. 
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Helping Ourselves By Helping the 


Mortgage Loan Correspondent 


By Epwarp J. 


Matton, C.P.A. 


This paper points out a new area in which the CPA may be of 
service to insurance companies. 


bpd gen suppose—the title of 
this paper should be “Audit of 
Mortgage Loans”. However, that 
sounds a bit old-fashioned and doesn’t 
quite fit in with the name of this panel 
“What’s New In Mortgage loan 
Accounting” 

Yet, the fact that there is something 
new in mortgage loan accounting- 
“Packet Billing”, “Single Debit’ 
“Punched Card Billing and Account- 
ine” and the “New Twist’’—should 
make us review our audit procedures. 





Matton, C.P.A. is a 
Committee on Insur- 
ance and Agency Accounting of the 
New York State Society of CPAs. 
He is a graduate of Fordham Uni- 
versity (B.S.) and City College 


EDWARD J. 
member of the 


(M.B.A.), and has, taken graduate 
courses at Duke University in 
government fiscal accounting. He 
is the assistant controller of the 


sig in Life Insurance Company 

America. 

“These remarks were presented at 
a panel discussion on ““What’s New 
in Mortgage Loan Accounting”, at 
the Insurance Accounting and Sta- 
tistical Association meeting held 
Chicago, IIl., on June 1, 1953. 
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This review should help us determine 
whether our present audit fully covers 
the requirements of the new accounting 
and whether we can come up with 
something new in auditing itself. 

Errors and defalcations are an old 
story, not especially for mortgage cor- 
respondents but also for banks, rail- 
roads, governmental agencies and even 
—so I’m told—for insurance compa- 
nies. What methods have been develop- 
ed in the past to give reasonable assur- 
ance to the investor that his money is 
properly accounted for by the corres- 
pondent ? 


No audit 


One way—the simplest if not the 
safest—is not to do any audit, trusting 
the correspondent and in some cases a 
fidelity bond. I may remark here that 
valuable as a bond is, it is useless if 
there is no method to discover a loss to 
claim under it. 


A poor audit 

A second way—in my opinion even 
worse than no audit—is to have a home 
office representative poke around the 
books of the correspondent. He has no 
set procedure and very often is limited 
as to time. He cannot make a thorough 
examination, yet the company wants a 
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report. The company does get a report 
which is almost worthless and yet often 
complete reliance is placed on it. 


A good review 

The third way is a good audit. A reg- 
ular auditing procedure is followed by 
a competent auditor. Pertinent remarks 
are made and an opinion is expressed 
based on this thorough examination. 


Other ways 

Other ways are used—keeping dup- 
licate sets of books, receiving duplicate 
bank statements, keeping escrow ac- 
counts at the home office. For a very 
interesting discussion on this last point 
I refer you to a talk by Mr. Carl De 
Buck which was published in the 1948 
proceedings of the I.A.S.A. 


Objection to these methods 


Now the third method discussed 
and possibly some other method 
touched on above—can give fairly satis- 
factory assurance that the money of the 
insurance company is properly accoun- 
ted for by the correspondent. One ob- 
jection is that it is costly—costly to the 
investor and costly to the correspon- 
dent. As representatives of investors, 
you know the high cost of travel, hotels, 
meals and salaries of good mortgage 
auditors. But consider the correspon- 
dent with six insurance companies to 
service. Six times a year his operations 
are disrupted by one of his investors. 
For three or four days he is answering 
questions for Company X which he will 
repeat to Company Y next week and 
companies A, B, C and D in subsequent 
weeks. In addition, he is examined by 
F.H.A., “Fanny May”, the income tax 
people and anyone else who wants to 
visit a Miami correspondent in the 
winter and a San Francisco correspon- 
dent in the summer. 


Avoidance of duplication 


How can this duplication be avoided ? 
How can we, instead of increasing 
audits because of a new accounting 
system or because of the possibility of 
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higher delinquencies—how can we 
make a more effective audit at a saving 
to the investor and to the correspond- 
ent ? 

Our non-mortgage investment people 
for years have relied on statements pre- 
pared by CPAs. Even for a compara- 
tively small loan they usually require a 
statement of the assets, liabilities and 
capital of the loan seeker. They further 
require and receive any breakdown they 
may need for a proper opinion. 

I believe something like that is our 
solution for the audit of correspond- 
ents. It is now being used by some 
insurance Companies. 

Please bear in mind that in most lo- 
calities—unlike banks and insurance 
companies—the correspondents are not 
publicly supervised. I am not sure that 
such supervision is necessary. But I do 
believe that such supervision will be re- 
quired unless examining authorities of 
the investors are satisfied that good 
audit practices are observed. This audit 
should be performed by CPAs. It 
should include a balance sheet, a sum- 
mary statement of profit and loss, and 
a full certification. 

So that there can be no doubt of the 
extent of the audit, the CPA should 
positively state that he directly con- 
firmed a sample of the mortgages, that 
he reviewed the escrow accounts and 
related activities, that insurance policies 
are on file, taxes are paid, and that the 
bank accounts are carried and reports 
made in conformity with instructions of 
the investors. 

This participation by outside public 
accountants would help the correspond- 
ent in his internal management, and in 
his relations with his investors. Some 
now use such services without any re- 
quest by us. The insurance companies 
would be helped by receiving a good 
audit report, and by a reduction of a 
heavy audit expense which is charged 
to mortgage investments. Anything 
that reduces this expense makes that 
investment more attractive with conse- 
quent profit to the correspondent and 
higher yield to the investor. 
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Current Trends In Accounting—IV 


By Leo RosEnsiuM, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Taxes 


Accountants Must Produce Clients’ 

Tax Records 

This was the substance of a decision 
of the United States Court of Appeals 
for the Fifth Circuit, handed down 
June 26, 1953. Frank J. Falsone, 
CPA, of Florida, was ordered to pro- 
duce his client’s records despite the 
fact that the state law grants privilege 
and although the statute of limitations 
had run on some of the years for which 
the records were demanded. 

The complete text of the decision is 
reported in The Journal of Account- 
ancy for August, 1953.! 


Net Worth Statements In Income 
Tax Audits 


“For several years now internal rev- 
enue men have, wherever the need pre- 





Leo RosensLuM, C.P.A., is As- 
sociate Professor of Accountancy at 
the Bernard M. Baruch School of 
Business and Public Administration 
of The City College of New York. 
He received the degrees -of B.S., 
M.S., and Ph.D. from Columbia 
University. Dr. Rosenblum is a 
member of the New York State So- 
ciety of Certified Public Accountants 
and the American Accounting Asso- 
ciation. He has contributed to The 
New York Certified Public Account- 
ant, The Journal of Accountancy, 
The Accounting Review, and other 
publications. He is also engaged in 
public practice in New York City. 











1 Vol. 96, No. 2, pp. 238-242. 


sented itself, insisted upon the tax- 
payer’s furnishing net worth state- 
ments,” notes Albert De Pietro, of the 
New York Bar, in a discussion of the 
use of such statements in income tax 
audits.” 

To represent taxpayers properly, Mr. 
De Pietro notes, “attorneys must be 
prepared, if not actually to construct 
such statements, at least to understand 
the mechanics of their preparation. 

Following a discussion of the proce- 
dure in test-checking a taxpayer’s earn- 
ings over a given period of time, the 
author points out that “each case re- 
quires its own special resourcefulness 
and tact in a search for the truth.” 


Costly 

The “Current Notes” section of The 
Journal of Accountancy reports the 
case of William P. Kiniry, a Connecticut 
public accountant, who sued a client for 
a $7,500 fee in a tax case. The client 
“leaned heavily” on the claim that the 
case was full of legal questions. 

The court found that Kiniry “did not 
practice law” while representing his 
client; also, that the accountant did 
not have the business records which 
he should have had “to warrant any 
court finding for him in any such 
amount” ($7,500) as he claimed. Kiniry 
was awarded $1,500. 


Tax Library 


What books would you suggest to 
make up a tax practitioner’s library? 
Such a list, comprising 58 items, has 
been prepared by J. K. Lasser, CPA, 
of our Society, editor of The Tax 


2 New York Law Journal, May 26, 1953, p. 1762. Also see second, and concluding, 


article on May 27, 1953. 
3 Vol. 96, No. 2, August, 1953, p. 137. 
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Clinic, monthly column in The Journal 
o| Accountancy; it is presented in the 
July, 1953, issue of the Journal.*+ The 
books should provide a “broad profes- 
sional foundation for both student and 
the working accounting reader.” 


Practitioners’ Problems 
Lawyer-Accountant Cooperation 


Here is an abstract from the report 
of the Standing Committee on Unau- 
thorized Practice of Law of the Ameri- 
can Bar Association at the Associa- 
tion’s recent 7Oth Annual Meeting, held 
in Boston, August 23-28, 1953.5 

“The Conference | National Confer- 
ence of Lawyers and Certified Public 
Accountants| has made definite pro- 
gress since the Bercu case was decided 
in New York, the major objective of 
which is to avoid litigation involving 
members of the two professions and to 
permit informal settlement by media- 
tion of disputes which might arise be- 
tween members of the two professions. 
There have been complaints that law- 
yer members of accounting firms are 
performing services in behalf of their 
accountant employers, particularly in 
the tax field, which certified public ac- 
countants are not permitted to do in 
keeping with the spirit and intent of 
the National Declaration of Principles. 
Certain suggestions of the accountant 
members of the Conference have been 
referred to the American Bar Asso- 
ciation’s Tax Section for consideration. 
There are areas of substantial dispute 
which must be resolved in a spirit of 
understanding and cooperation before 
the real benefits anticipated by all mem- 
bers of this Conference may be realized. 
There is a spirit of cooperation, how- 
ever, among the members of the Con- 
ference which should make it possible 
to attain these ends in the best interests 
of the two professions and the public.” 


+ Vol. 96, No. 1, pp. 80-81. 


Meeting 
pp. 65-66. 


(Seventy-Sixth Annual Meeting), 


We Must “Work Together in 

Closest Harmony” 

“Complicated controls, foreign ex- 
change regulations, complex taxation, 
price regulation and other restrictions 
on free enterprise . . . [make it] essen- 
tial .. . that the lawyer and accountant 

. work together in closest harmony”, 
comments Ernest Evan Spicer, char- 
tered accountant, in an article in Ac- 
countancy,® the services of both are 
indispensable to the successful business 
man. Their joint efforts are particu- 
larly effective in the preparation of 
wills, estate tax returns, and partner- 
ship agreements. 

Such cooperation, Mr. Spicer states, 
“is quite meaningless without mutual 
confidence ; each must strive to 
learn from the other’s experience.” 


“Some Problems of the. . 
Accountant in Practice” 


W. L. Barrows, chartered account- 
ant, discussed this subject at the 1953 
Summer class of The Institute of 
Chartered Accountants in England and 
Wales, at Christ Church, Oxford 
University.’ 

He considered “The Firm as a Unit,” 
commenting upon: relations between 
partners ; goodwill ; and office accounts. 
He also dwelt upon “The Firm and Its 
Staff,” treating the subjects of recruit- 
ment, pension schemes, and_ staff 
changes. Dealing with “The Firm and 
The Outside World,’ Mr. Barrows 
had this to say about the loss of clients: 


“The rule about communicating with the 
existing accountant is not designed to give 
the latter an opportunity to object to the 
change; [this] would frustrate the 
client’s freedom to choose his accountant. 
The rule is designed so as to safeguard 
the existing accountant from removal be- 
cause he wishes to carry out his duties con- 
scientiously, and to safeguard the proposed 
new accountant from undertaking the work 


Chicago, Ill., American Bar Association, “Advance Program of the Diamond Jubilee 
Boston, Massachusetts, August 23-28, 1953, 


6 Vol. LXIV (Vol. 15, New Series), No. 715, March, 1953, pp. 78-84, at 78. 
7 The Accountant, Vol. CXXIX, No. 4103, August 8, 1953, pp. 163-171. 
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without being aware of, possibly, unsatis- 
factory circumstances.” & 


Part-Time Public Accountancy 
Offices Barred 


The Virginia Accountant reports? 
this resolution of the Virginia State 
Board of Accountancy : 

“Be It Resolved: That effective May 1, 
1953 it shall be the policy of the Virginia 
State Board of Accountancy that no office 
shall be opened for the purpose of practicing 
public accountancy in the State of Virginia 
unless said offices [sic] are to be operated 
on a full time basis, and that such offices 
shall be at all times under the direction 
and supervision of either a partner or a 
manager who is a holder of a certificate 
as a Certified Public Accountant and who 
resides in the community where the office 
is located.” 


No Solicitation 


The CPA, the Institute’s member- 
ship bulletin, reports!” that under the 
California law a CPA or public ac- 
count who solicits the clients of an- 
other such practitioner is subject to 
disciplinary action.!! 

The Attorney General of California 
observes, however, that it must be 
proved “that the soliciting licensee had 
knowledge of the fact that he was so- 
liciting the client of another licensee.’’!” 


Who Owns the Working Papers? 

During the audit of a client’s affairs 
a public accountant accumulates work 
papers, memoranda, and related com- 
putation sheets. To whom do these 
papers belong, the client or the ac- 
countant ? 

This matter is well settled in the 
United States. In 7pswich Mills v. 
Dillon et al.,!> decided in the Massachu- 

8 Ibid., p. 167. 
9 Vol. VII, No. 1, July, 1953, p. 18. 
10 July, 1953, p. 13. 


setts Supreme Court in 1927, a firm of 
public accountants had acted for the 
plaintiff in a matter involving federal 
income taxes. The plaintiff sued for 
the return, among other things, of the 
accountants’ office copy of the tax re- 
turn prepared for the plaintiff and the 
working sheets used by the accountants 
in their investigation in the tax matter. 
The court decided that these documents 
were the property of the defendent ac- 
countants. 

A similar point arose in proceedings 
brought in England recently by a pub- 
lic accounting firm against a former 
staff member.!* During the litigation 
the defendant sought access to the 
worksheets used on an accounting en- 
gagement. The plaintiff accountants re- 
fused to produce the documents, claim- 
ing that they were the property of the 
client, being in the plaintiff's custody 
only as the company’s accountants. 

The accountants offered further ob- 
jection: “Even if the documents were 
their property, they embodied informa- 
tion which was the subject of profes- 
sional confidence as between the plain- 
tiffs and the client company, and pro- 
duction . . . would be a breach by the 
plaintiffs of their duty to the client com- 
pany.”!5 

A Special Master who ordered pro- 
duction of the records had been re- 
versed. On appeal of this reversal, it 
was decided that the working papers 
must be produced. But the defendent 
(the former employee) and his counsel 
were ordered not to divulge the con- 
tents of the work papers other than for 
the purpose of the suit, and were not to 
use the information for any collateral 
purpose. 


11 Citing Section 60, Title 16, California Administrative Code; Section 5021, California 


Business and Professions Code. 


12 Citing Release No. 52/71 (March 26, 1953). 


13 260 Mass. 453, 157 N. E. 604 


14 Chantrey Martin & Co. v. Martin, reported in The Accountant, Vol. CXXTX, No. 
4101, July 25, 1953, pp. 89-90. The publication in turn cites The |London] Times, July 15, 


1953. 


15 Quotation from The Accountant (cited in note 14), p. 89. 
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One-Time Engagement 


Arthur H. Blair, CPA, reports on 
the installation of an accounting sys- 
tem and equipment by CPA firms 
which do not specialize in such work.!° 
Based upon an engagement at a gen- 
eral insurance agency, he presents a 
suggested outline for such one-time en- 
gagements. Here are the essentials of 
the program: 
chart; work flow 
equipment inventory. 


Survey: Organization 
schedule ; 
Design of System: 

General Preparation: Review systems of 
other clients in same industry ; review text- 
hooks; study publications of manufacturers 
of bookkeeping machines, office equipment, 
and forms; confer with salesmen for these 
manufacturers. 

Specific Application: Confer 
and with salesmen for the 
of bookkeeping machines ; 
arrange set-up of machines. 


with client 
manufacturers 
design forms; 


Amalgamation 

Three associations of Australian ac- 
countants, namely, The Commonwealth 
Institute of Accountants, the Federal 
Institute of Accountants, and the As- 
sociation of Accountants of Australia 
have arranged to merge.!” The total 
membership of the new organization, 
the Australian Society of Accountants, 
will be 18,000, making it the “largest 
body of accountants south of the equa- 
tor and one of the largest in the world.” 


The Accountant Must Become 

“A Sort of Salesman” 

As to costing, “Management has 
been very vague about what it really 
wants,” comments R. G. Compton, cost 
accountant, in an address before a meet- 
ing of the Christchurch Branch, New 
Zealand Institute of Cost Account- 
ants.'!8 Thus the discussion of cost ac- 
counting problems often resembles a 


‘lesson on the benefits of costing” and 
the accountant becomes “‘a sort of sales- 
man,” much like one who its “trying to 
sell a new type of vacuum cleaner.” 

Management, Mr. Compton believes, 
needs help in answering these ques- 
tions: 

1. What price shall we charge? 

2. What budgets shall we set up? 

shall we use them? 


How 


3. How shall we summarize our results? 
Point up variations? 

4. How best control materials? Labor? 
Expenses ? 

5. How best keep record of machine 


hours? Set up machine-hour rates for 
new plants? 

6. How control work-in-progress? Spoiled 
work? Sales at prices below budgeted 
prices? 

How determine the volume of work 
which will justify purchase of a new 
plant? 

8. How determine the e ffect of overtime 

pay or wage increase on cost? 


NI 


Mr. Compton answers these ques- 
tions in fair detail; indicates “the direc- 
tion in which the cost accountant should 
go” in order to obtain detailed answers. 


Aids for Clients 


Help Your Client Mechanize 
His Office 


What to do 
“Gauge the capabilities of the 
client’s employees.” !° Revised office 
procedures following mechanization 
may require assigning the employees to 
completely different tasks from those 
they performed before. Therefore, the 
accountant should survey the system in 
use and question staff members about 
their duties, invite suggestions for im- 
provements. Then, based upon his sur- 
vey of the system in use; appraisal of 
employees’ skills ; practical, professional 
knowledge ; grasp of the theory of sys- 


16 “Facts for CPA Installing New Bookkeeping System and Equipment in. Company 


Not hs reviously a Client,” 


The Journal of Accountancy, Vol. 96, No. 1, July, 1953, pp. 68-71. 


The Accountants’ Journal, Vol. 31, No. 11, June 1, 1953, p. 382. 


“How Can the Cost Accountant Meet Management’s Cost Requirements? 


” in The 


PT ea Accountant, Vol. XXIII, No. 4, April, 1953, pp. 144-148. 


19 “Efficiency in the Office,” in The 


1953, p. 641. 
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tems installation; and experience in 
rendering similar services to others, he 
will be in position to make his recom- 
mendations. 

These points should be considered :7° 
Are the accounting records now in use 
necessary ?; do they fulfill their pur- 
pose? Would supplementary data be 
useful ?; can they be obtained from the 
system as now operated? Are records 
and documents produced in timely fash- 
ion’; at reasonable cost? Is there pros- 
pect of increase in work load? ; is there 
room within the present system for ex- 
pansion of activities ? 

lf the above appraisal indicates the 
desirability of some mechanization, how 
much should be undertaken? Which 
system will fit the situation best? To be 
able to answer these questions, “keep 
abreast of the developments and im- 
provements constantly taking 
place”; make use of the demonstration 
facilities machine manufacturers offer ; 
attend the periodic business show. 


A successful installation 


A two-page account of the mechani- 
zation of a British brewery’s accounting 
system warrants reading.“! The system 
had changed very little over the 20-year 
period ending just before World War 
IT. 

There were “many thousand’ ac- 
counts receivable, 2,500 employees on a 
wage basis, over 1,000 salaried employ- 
ees, 3,000 “nominal ledger accounts,” 
a similar number of “bought ledger” 
accounts. 

Mechanization eliminated overtime, 
made possible a greater volume of work 
by a smaller staff. 

Also, many new, important analyses 
were available; formerly they would 
not have been feasible without a large 
increase in staff. 


Electronics 

What electronic devices are available 
to help with the processing of account- 
ing data? What can they do for you? 
Grandjean G. Jewett, CPA, of Ford, 
3acon and Davis, Inc., management en- 
gineering firm, answers these questions 
in “A Survey of Available Electronic 
Computers and What They Can Do for 
Modern Business,” in The Journal of 
Accountancy.? 

Mr. Jewett lists the basic machines 
available and the specific operations for 
which they are usable. “The only elec- 
tronic accounting machines presently 
used to any extent are in connection 
with punched card systems.” 73 While 
these machines “have a definite place in 
larger installations, . many smaller 
companies do not need their speed or 
capacity, and the manufacturers do not 
consider them a panacea for all business 
problems whether large or small.” 

Some companies “are prepared to 
build electronic accounting machines 
for specific applications ;” 24+ however, 
no case was found where such a ma- 
chine had actually been built and in- 
stalled. 


Ledger Sheets or Open Invoices? 


Which of these procedures do your 
clients prefer : the common ledger sheet 
accounting or a system using only open 
invoices? The subject is debated in a 
series of short articles in Credit and 
Financial Management.?5 

It is agreed that the open invoice 
system is a time- and money-saver ; 
those using it regret not having adopted 
it earlier. 

But on the other side: credit history 
and collection control, it is said, would 
be lost under open invoice systems; 
however, those who agree on the latter 


20 Discussed in “a report on mechanized accounting issued by the Institute of Chartered 


Accountants of England and Wales,” referred to in the work cited in the preceding note. 
_ 21 See Thomson, A. G., “Mechanization. A Brewery Company’s Accounting System,” 
in The Accountant, Vol. CXXIX, No. 4101, July 25, 1953, pp. 92-93. 

22 Vol. 96, No. 2, August, 1953, pp. 182-189. 


23 Ibid., p. 185. 
24 Tbid., p. 188. 


25 Vol. 55, No. 6; June, 1953, pp. 8-11, 22-23. 
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point assert that maintaining a supple- 
mentary record “would not eat up the 
savings effected by a changeover.” 

Some companies find that most of 
their customers do not require state- 
ments; therefore, they divide their ac- 
counts receivable, setting up the record- 
keeping so as to provide statements for 
the customers who require them and 
none for those who do not. 


Successful Too Long 


Rather unusual is this note from the 
British magazine, The Accountant.*° 
Discussing the operating results of 
British Industrial Plastics, Ltd., the 
chairman of the Board of Directors ob- 
served: “I have told you of the steps 
taken by your directors in meeting what 
I have expected from year to year with 
increasing apprehension, for your group 
has had too long a run of continued 
success to permit a proper attention to 
detail. It is impossible to run factories 
on really economical lines when demand 
for their products consistently outruns 
their capacity to supply.” 

The Accountant considers this “a fair 
view of the background to some of the 
industrial breakdowns resulting from 
last year’s trade recession—‘too long a 
run of continued success to permit of 
proper attention to detail’.”’ 

KXvery accountant has observed that 
when clients need to economize they 
can generally do so; and when such 
need does not appear to exist—because 
the company is doing well—little atten- 
tion is given to economy. 

Perhaps this occurs in our own of- 
fices as well. Would we not do well, in 
good times, to give thought to more 
economical operation? Reserves could 
thus be accumulated against the period 
of recession which our experience indi- 
cates almost inevitably comes to every 
firm. 


Fringe Pay 20% of Payroll 

Fringe benefits paid workers through- 
out the country approximate 20% oi a 
company’s payroll costs, reports Dr. 
Adam Bennion, vice-president of the 
Utah Power and Light Company.?”? A 
recent study of 11 Western utilities in- 
dicated that the employee’s pay over 
and above wages ranges from a low of 
$38.00 a month to a high of $88.00. 
Clearly fringe benefits must be consid- 
ered in any cost study where wages are 
a factor. 


Management Accounting 


What accounting information do cor- 
poration directors require of manage- 
ment ? Norman G. Lancaster, chartered 
accountant, lists these points :78 

1. Estimate of the current profit or 

loss of the business ; 

2. Figures reflecting the financial 
position; the probable financial 
outcome of the present course and 
trend of trading ; 

3. Why the profits are rising or fall- 
ing; what inefficiencies have oc- 
curred ; what successes have been 
achieved ; 

4. Standard or normal cost structure 
of products to facilitate compari- 
son with selling prices; standard 
or normal cost for production op- 
erations or processes. 


Centralized or Decentralized 

Accounting 

In a recent issue of The Controller” 
L. R. Feakes, CPA, of Johnson & 
Johnson, discusses the merits of decen- 
tralization of accounting work versus 
centralization. 

While “it might be less costly to have 
the centralized organization because of 
duplications that occur in some of the 


26 Vol. CXXVIII, No. 4087, April 18, 1953, pp. 463-464. 

27 Address before the 34th annual International Cost Conference, at Los Angeles, 
reported in The New York Times, June 19, 1953. 

28 “Management Accounting: A Director’s Point of View,” in The Accountant, Vol. 
CXXVIII, No. 4087, April 18, 1953, pp. 458-460. 

29 “Operating and Other Problems in Parent, Subsidiary, and Divisional Relationships,” 


Vol. XXI, Neo. 4, April, 1953, pp. 163-165, 192. 


686 


November 





») COr- 
lage- 
tered 


it or 


ncial 
ncial 
-and 


fall- 
oc- 


been 


ture 
yari- 
lard 


Op- 


ps, 
I 





Current Trends In Accounting—IV 


functions,” he notes, there is a “gain in 
favor of the decentralized unit.” °° 
Some years ago, when Johnson and 
Johnson set up a branch plant at a dis- 
tance from the main office, the company 
observed that efforts at doing all the 
accounting work at the home office, 
paying bills there, keeping control of 
credits, produced “all kinds of trouble.” 
As a result the company gradually be- 
gan decentralizing. 

Now the unit in question “does a 
complete accounting job for its opera- 
tions up to sending the home office a 
trial balance of its accounts at the end 
of each month for consolidation with 
that of the home office.” 

The company does not attempt “to 
specify in detail the type and nature of 
detailed accounting procedures that are 
to be followed by each division 
... 31 the objective is to obtain the 
required financial statements from the 
division in specified forms. 

Internal auditing groups answering 
to the general controller check the work 
at the branches. The internal auditors 
do these things :*? (1) determine that 
principles of internal control are being 
exercised fully; (2) establish that 
proper information is recorded on the 
books and reported on financial state- 
ments; (3) detect errors and perform 
the usual . . . audit examination; (4) 
undertake a substantial amount of work 
in reviewing systems and procedures. 
This facilitates comparison with opera- 
tions in other divisions and- points up 
places requiring improvement. 


Insurance Advice 


Cost and Management*? offers this 
insurance advice which you may wish 
to call to the attention of your small 
clients : 

“Review the insurance program... at 
least every six months; check on rates and 
coverage at least once a year. 

30 Tbid., p. 192. 

31 [bid., p. 165. 

32 Idem. 


“Establish a running survey of the pro- 
gram... broken down into. . . sections, 
containing policies, endorsements . . ., rec- 
ommendations, and correspondence. 

“Amount of insurance to be carried can 
be determined only by calculating values 
of the property ... by appraisal and in- 
ventory. ... 

“Insurance against loss of profits or 
other income while a property is shut down 
due to fire or other mishap is important.” 


Appraisal is needed, particularly 
where several buildings have been con- 
structed at different times, or the equip- 
ment bought at different times. Accu- 
rate knowledge of the value of a plant is 
especially important where there is a 
coinsurance clause in the policy. 


Booby-Traps 

Inadequate insurance coverage may 
create “booby-traps in credit”, says 
Russell E. Gallagher, head of the cor- 
porate insurance department of the 
Philco Corporation.** He discusses the 
following points, offering information 
which you will find useful as back- 
ground for insurance discussions with 
clients : coinsurance complications, sell- 
ing agents’ insurance, profits and com- 
missions coverage, statutory liability 
and responsibility for personal injury, 
“occurrences,” faulty operation of com- 
pany departments, lack of comprehen- 
sive insurance programs. 


Especially for Us 

A group of insurance companies of- 
fers accountants a booklet on business 
interruption insurance designed espe- 
cially for us. It tells what the coverage 
is; how to help your client decide 
whether he needs it—and if so, how 
much ; what types of coverage are avail- 
able. 

Most interesting is a group of exam- 
ples showing how to determine “the 
firm’s earnings to be covered under 
business interruption insurance and 


__ 33 “C and M Roundup,” section conducted by N. R. Barfoot (journal of The Society 
of Industrial and Cost Accountants of Canada), Vol. XXVII, No. 6, June, 1953, p. 240. 
34 See Credit and Financial Management, Vol. 55, No. 4, April, 1953, pp. 18-19. 
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how a claim settlement was arrived at.”’ 

Advertised in The Journal of Ac- 
countancy for August, 1953,%5 the book- 
let is obtainable free from the insurers. 


Books and Records as Evidence: 
Insured Collects on Inventory 
Shortage 
The outcome of a recent lawsuit in- 

volving inventory shortages*° offers in- 

teresting implications for accountants. 

The insured sought recovery under 
its policy for inventory shortages 
claimed to have been caused by fraudu- 
lent or dishonest acts by its employees. 
The total loss was computed at 
$5,586.24 but recovery was limited un- 
der the policy to $5,000. 

A jury trial resulted in a verdict for 
the claimant, but the trial court granted 
the plaintiff's motion for a new trial. 
On stipulation, the case was retried 
without a jury, on the transcript of the 
testimony received and the exhibits ad- 
mitted in evidence on the former trial. 

The “Employee Dishonesty Cover- 
age” clause of an insurance policy cov- 
ered the policyholder against loss sus- 
tained through any fraudulent or dis- 
honest acts of the insured’s employees, 
acting alone or in collusion with others, 
including money and securities and 
other property and including that part 
of any inventory shortage “which the 
assured shall conclusively prove [em- 
phasis added] to have been caused by 
the fraud or dishonesty of any of the 
employees.” 

The claimant, which operated three 
stores in northern Idaho, based its 
claim upon the operations of the dry- 
grocery and produce departments of its 
store in Mullan, N.D., for the second 
and third quarters of 1949 and the first 
and second of 1950. During these peri- 
ods the two departments were “physi- 
cally separated” from the other depart- 
ments of the store, and had the same 
manager. 


35 Vol. 96, No. 2, p. 133. 


The company arrived at its book in- 
ventories under the retail method of 
accounting. Accordingly, at the begin- 
ning of the accounting period a physical 
inventory was taken on a retail price 
basis. To this was added the purchases 
(on a retail price basis) and from it 
were subtracted: (1) the total sales, 
(2) mark-downs in the retail price of 
goods sold, and (3) reported spoilage, 
the result representing the book inven- 
tory value. 

But a physical inventory, taken at the 
close of the period, “inevitably would 
show an amount less than the book 
value ;” this shortage would represent 
the sum total of (1)‘imponderables,” 
namely, bookkeeping errors, errors in 
taking inventories, and unreported 
mark-downs and spoilage ; and also (2) 
losses attributed to burglary, customer 
pilferage, and theft by employees. 

Physical inventories taken at the 
close of the periods for which the Mor- 
row Retail Stores, Inc., claimed its loss 
occurred, showed such a shortage. 

There had been no loss by fire or out- 
side burglary ; also, “three different in- 
ventories were taken to eliminate, or at 
least minimize, the possibility of inven- 
tory errors.” 

The total of the “imponderable’’ fac- 
tors referred to above “was quite con- 
stant with little variation in times of 
normal operation” as demonstrated by 
the company’s experience over a five- 
year period; it “did not exceed a cer- 
tain percentage of the total sales.”’ After 
subtracting that maximum percentage 
to make allowance for the imponderable 
factors, the amount of the loss was esti- 
mated to be $5,586.24. 

Thus, eliminating “all other possible 
causes,” the shortage was attributed to 
theft by unknown employees. 

Testimony for the claimant included 
that of its vice-president and general 
manager, “who had a master’s degree 
‘in business’ from Harvard University 
and more than forty years’ experience 


36 Morrow Retail Stores, Inc. v. Hartford Accident & Indemnity Co., 111 Fed Sup. 772 
(U. S. District Court, District of Idaho, N. D., May 4, 1953). 
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in retail merchandising.” He offered 
his opinion that the shortage was due to 
employee theft. A CPA who had ex- 
amined the books and records of the 
claimant’s Mullan store testified as ex- 
pert witness for the plaintiff ; he offered 
the same opinion. 


“The crux of the problem”, District 
Judge Driver decided, “is the degree of 
proof to be required . . . under the provi- 
sion of the policy . . . that, in the case of 
inventory shortage, alleged to be due to 
fraud or dishonesty of unknown employ ees, 
the evidence shall ‘conclusively’ establish 
the cause of the shortage. 

OK OK 


“In deciding what meaning should be 
given to the words ‘conclusive evidence’, 
when used in an insurance policy, the con- 
text in which they appear and the purpose 
which the parties to the contract evidently 
had in mind should be considered. The 
words should be given a reasonable con- 
struction consistent with such purpose 
[citation omitted]. Here, if the assured is 
to be held to the high degree of proof, 
which defendant argues should be required, 
the insurance coverage of inventory short- 
age, caused by dishonest acts of unknown 
employees, would be practically valueless. 
Manifestly, it would be out of the question 
for the assured to prove incontrovertibly, 
or beyond the possibility of error, that a 
shortage of merchandise, disclosed by the 
taking of a physical inventory, was due to 
the dishonesty of some employee in a situa- 
tion where the identity of the culprit was 
unknown to-the assured. The cause of the 
shortage could be proved only by circum- 
stantial evidence and by a preponderance of 
the probabilities, as the plaintiff has under- 
taken to prove it in the present case.” 

* x 


. the conclusive evidence requirement 
of the insurance policy evidently was in- 
tended to put upon the plaintiff the burden 
of showing by a degree of proof higher 
than a mere preponderance of the evidence 
that its inventory shortage was due to em- 
ployee dishonesty. However, when the re- 
quirement is given a reasonable construc- 
tion, consistent with the terms of the in- 
surance contract as a whole, it does not 
appear to necessitate the adduction of in- 
controvertible, beyond possibility of contra- 
diction, proof, but only evidence that is 
clear, satisfactory, and convincing to the 
trier of the facts. The court finds that the 
evidence offered by the plaintiff measures 
up to that standard. Judgment will be for 
plaintiff in the sum of $5,000, the limit of 
liability under insuring agreement .. . 


Concerning the use of books and rec- 
ords in proving insurance claims, the 
reader is invited to compare the * ‘books 
and records” clause in the mercantile 
burglary policy, which generally reads 
substantially as follows: “The company 
shall not be liable . . . unless records 
are kept by the insured in such manner 
that the company can accurately deter- 
mine therefrom the amount of loss or 
damage.” 

For a discussion of the manner in 
which the courts have interpreted ac- 
counts- and _ records- keeping require- 
ments, see the present writer’s “Adjust- 
ment of Insurance Loss Claims on Mer- 
chandise. Accounting Problems and 
Procedures” (New York, King’s 
Crown Press, 1948), pp. 14-19. 


Reports 

Conventional Basis 

From a corporate annual report to 
stockholders :97 

“Tn the Balance Sheet the Company’s 
leaseholds and mineral rights are stated 
in amounts representing “only the cash 
expenditures for acquisition or develop- 
ment now largely amortized. [1952— 
$13,926; 1951—$20,335, after accumu- 
lated depletion and amortization of 
$769,978 and $763,569—respectively. | 

“These holdings comprise the large 
potential ore beds mined by the Com- 
pany and their Balance Sheet presenta- 
tion on the conventional basis stated 
does not purport to indicate [emphasis 
added] the extent of such ore reserves 
or their potential value.” 


Too Short? 

The short form report may be too 
short, thinks the editor of The Virginia 
Accountant.*® Business men and credit 
grantors, he notes, are generally un- 
aware—despite the publications of the 
Institute and the Robert Morris Asso- 
ciates—that no mention of verification 
of inventories and receivables “means 
that all required procedures and stand- 
ards have been complied with. . . .” 


37 United States Potash Company, 1952 Annual Report, p. 6. 


38 Vol. VII, No. 1, July, 1953, p. 3. 
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Thus “perhaps the short form audit 
report is too short [;] ... assumes the 
report reader has information which he 
may not have acquired.” 


Post-Balance Sheet Events 

The scope of the auditor’s inquiry 
about post-balance sheet events “pro- 
spective in character in relation of the 
historical statements,” should exclude 
the examination of accounting records, 
opines Everett J. Shifflett, of the Execu- 
tive Office of Haskins and Sells, New 
York, N. Y.%? 

Otherwise, he cautions, “any distinc- 
tions between what we purport to do as 
to the historical period as compared 
with the subsequent period become ef- 
fectively obliterated.” 

3ut supplementary inquiry should be 
made as to “everything that practically 
may be done short of examination of 
records.” Illustrations might include 
minutes of meetings of governing 
bodies, interim financial statements, in- 
spection of clients’ trial balances where 
interim statements were not prepared 
and discussion with—and obtaining 
written representations from—company 
officials concerning post-balance sheet 
events. 

Mr. Shifflett emphasizes that the sug- 
gested exclusion of the examination of 
records applies “only where the effects 
of post-events are prospective; [...] it 
has long been accepted auditing prac- 
tice to scrutinize the records for infor- 
mation as to post-events having retro- 
spective [emphasis added] effects upon 
the historical statements.” 

He is particularly concerned about 
the “one case in point” which has 
reached the courts, “the Shonts case 
decided by the District Court for the 
Southern District of California in 
1939.” Discussing the auditor’s failure 
to disclose a specific post-event, the 
Court said: “The arrangement was not 


called to their attention. There was 
no entry on the books at their disposal 
from which, by further inquiry, they 
might have discovered that there was 
such an undertaking.” 

Mr. Shifflett comments, in conclu- 
sion, “The inference is, presumably, 
that had there been such an entry and 
in the absence of other circumstances 
to the contrary, the auditors would have 
been liable for non-disclosure. The im- 
plications of the Court’s statement in 
this matter well illustrate . . . the im- 
portance of the assignment that lies 
before us.” 


General 


Improving Bank Audits 


A bank audit improvement program 
has been undertaken by the Iowa 
Bankers Association and the Iowa So- 
ciety of CPAs.*° 

Lester A. Pratt, CPA, of Washing- 
ton, D. C., addressed the annual con- 
vention of the bankers association in 
Des Moines, Iowa, last Fall, reporting 
the results of a questionnaire sent to 
650 Iowa banks. He found that “al- 
though atidits should not be relied upon 
to uncover irregularities and an ade- 
quate fidelity bond program is of pri- 
mary importance, a lack of auditing un- 
questionably is an invitation to em- 
bezzlement.” 

2 per cent of the banks which re- 
sponded to the questionnaire “employed 
a full time auditor ;” only 14 per cent 
were audited by independent public ac- 
countants. 

The CPAs and the bankers will col- 
laborate to improve bank auditing pro- 
cedures ; a one-day school will familar- 
ize CPAs with specific problems of 
bank auditing; bank auditing will be 
discussed during the state banking con- 
ference; finally, a pattern will be pre- 
pared for making bank audits in Iowa. 

The first all-day school took place 


39 “Auditor’s Responsibility for Disclosure of Post-Balance Sheet Events,” in 


The Ohio Certified Public Accountant, Vol. XII, No. 3, Summer, 1953, pp. 1-9, at p. 8. 
(Paper delivered before Cleveland Chapter of the Ohio Society of CPAs). 
40 “Towa Bank Audit Program,” in Burreughs Clearing House, Vol. 37, No. 11, August, 


1953, pp. 15-16. 
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last Spring. 200 bankers and CPAs 
attended. 


Renegotiation 

In the June, 1953, issue of The Texas 
Accountant,*) Albert W. Tolman, Jr., 
CPA, of Houston, discusses what con- 
tracts are subject to renegotiation ; what 
profits are excessive; how the system 
for recapture of profits operates; how 
CPAs can help their clients with re- 
negotiation problems. 

‘Renegotiation,” notes Mr. Tolman, 
“is principally an accounting problem. 

” He points out that favorable 
settlements “often depend largely on the 
adequacy, accuracy and general compe- 
tency of the accounting data.”’ 

Since in renegotiation “each case is 
judged solely on its own merits,” CPAs 
would do well to know: the rules by 
which renegotiation operates ; the facts 
in their clients’ cases; how to present 
the facts. 


How Widely Is LIFO Used? 


The Department of Commerce re- 
ports*” that at the end of 1951 some 15 
per cent of the total value of manufac- 
turers’ inventories was carried on the 
LIFO basis. 

The degree to which LIFO is used 
varies from industry to industry and 
among the various branches of specific 
industries. As to durable goods, for 
example, 44 per cent of the inventories 
of producers of primary metals were 
carried on the LIFO basis; in the non- 
durable goods industries, one group, 
the manufacturers of apparel and re- 
lated products, employed LIFO for 
only 3 per cent of the total book value 
of inventories. 


Convention; Summer School; 
Interamerican Conference 
A.A.A. Convention 
The American Accounting Associa- 
tion’s 1953 convention took place on 


the campus of the University of North 
Carolina, at Chapel Hill, on September 
1 and 2. These subjects were discussed 
at the general meetings: Research; Ac- 
counting in the Future; the Associa- 
tion’s work in The Development: of 
Concepts and Standards. 


Six Round Table sessions were con- 
ducted by panels of college teachers. 


Summer School in Scotland 

The Institute of Chartered Account- 
ants of Scotland held a summer school 
for members during the period July 3 
to July 8, 1953 at St. Andrew’s Uni- 
versity.43 The four technical sessions 
covered: Auditing; Reports and Ac- 
counts; Management Accounting ; Cost 
Accounting. 

In a paper called “Some Auditing 
Doubts and Difficulties,” J. T. Dowling, 
chartered accountant, asked whether 
the practice followed in the United 
States of attending at inventory takings 
should be adopted by British auditors. 
He also queried: “How does the audi- 
tor verify the amount of wages and 
direct and indirect expenditure included 
in finished stock and what is the extent 
of the audit work required to verify 
work in progress ?” ; “Should the auditor 
obtain confirmation from the . . . debt- 
ors of the balances’ shown in the com- 
pany’s books as due by them?”; also, 
‘Would the auditor be negligent if he 
omitted to verify the balances shown in 
the ledger with creditors’ statements ?” 

Reminiscent of many recent papers 
in our American journals is the ques- 
tion, also raised by Mr. Dowling: 
“, . if the directors fail to deal ade- 
quately with the . . . [disclosure of post- 
balance sheet events] has the auditor a 
duty to do so?” 

In a paper on reports and accounts, 
A. Kellar, chartered accountant, reiter- 
ated that “the fact that a balance sheet 
is an historic document and does not as 
a general rule purport to show the net 


41 Vol. XXV, No. 6, pp. 1, 3-6. Report of an address before the annual meeting of the 
Society of Louisiana Certified Public Accountants. 

42 See The Journal of Accountancy, Vol. 96, No. 1, July, 1953, pp. 8, 10. 

43 The Accountant, Vol. CXXIX, No. 4099, July 11, 1953, pp. 53-55. 
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worth of an undertaking on any particu- 
lar date or the present realizable value 
of fixed assets cannot ... be reiterated 
too often.” 

In a paper on management account- 
ing, |. T. Morrow, chartered account- 
ant, stressed that executives have lim- 
ited time in which to study figures. 
Therefore figures presented to them 
should be confined to essentials. 

Fall 1954 Conference in Brazil 

The Third Interamerican Account- 
ing Conference will take place in Sao 
Paulo, Brazil, from November 14 to 
21, 1954. The second was held in 
Mexico in 1951. 

The meeting is to be one of a large 
number of economic, cultural, and 
scientific conferences celebrating the 
400th anniversary of the founding of 
the city of Sao Paulo. Convening un- 
der the auspices of the Federacao dos 
Contabilistas do Estado de Sao Paulo, 
the purposes of the accounting confer- 
ence include: discussion of common 
problems of western hemisphere ac- 
countants, so that common policies may 
be established; discussion of teaching 
methods; standardization of account- 
ing terminology ; setting up permanent 
professional and cultural bodies, to 
facilitate contact and understanding 
among accountants of the Americas. 

These Advisory Committees will 
be constituted: Professional Practice ; 
Teaching of Accountancy ; Internal and 
External Auditing; Professional Or- 
ganizations. 

The sponsoring groups solicit tech- 
nical papers, the subjects preferred in- 
cluding these: 

Scientific Concept of Accounting 

Iffect of Fiscal Legislation and 

Charges on Cost of Production 
Accounting in Face of Variations in the 
Purchasing Power of Money 

Industrial Costs 

Application of Accounting to Various 
Branches of Business and other Activi- 
ties. 


Labor 


Accounting Theory 
Sacred Cows 


“Sacred Cows in Accounting,” or ac- 
counting beliefs which are based on 
faith, rather than reason, are discussed 
by Herbert F. Taggart, Assistant Dean 
of the School of Business, University 
of Michigan, in an article in The Ac- 
counting Review.*4 

The classification of items in income 
statements, “objectivity” as an account- 
ing guide, independence, distribution 
cost analysis, LIFO, and other items are 
examined in detail. 

Dean Taggart points particularly to 
the “aura of infallibility” found about 
the accountant and his activities.4> He 
comments: “When an occasional event 
proves that the accountant is only hu- 
man and that the figures he produces 
are only as good as their source and 
the interpretation he gives them, the 
results are often absurd as well as 
shocking.” 


“Clash between Two Ways 

of Thought” 

Professor W. T. Baxter, chartered 
accountant, of the University of Lon- 
don, asks: “How will the historian of 
accounting, looking back at you and 
me from A.D. two thousand and some- 
thing, describe us ?’’*° 

The historian might consider ac- 
counting at present as “a clash between 
two ways of thought,” that of the con- 
servative accountants and that of the 
liberals or reformers. 

The conservatives, “impressed by the 
obvious and time-tested merits of 
double entry book-keeping” consider 
the procedures underlying ledger ac- 
counts as of profound significance ; they 
are “averse to any change in the form 
or size of the historic cost figures that 
result from such records.” 

But the liberals take the position that 
accountants preparing reports for lay- 


44 Vol. XXVIII, No. 3, July, 1953, pp. 313-319. Dean Taggart’s paper was presented 
at the 1952 annual meeting of the American Accounting Association, in Minneapolis. 


45 Tbid., p. 319. 
46 “Accounting Principles. 
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men, “should be guided solely by the 
laymen’s needs, and should abandon the 
wording and layout of ledger accounts ;” 
“historic cost,” they point out, “is mere- 
ly one of several possible bases of valu- 
ation.” Therefore, when less adequate 
than other bases, it should be replaced 
without hesitation. 

The conservatives, states Professor 
Baxter, are more numerous and have 
greater prestige. 

Excluding Cost accounting questions, 
those who would introduce innova- 
tions are mainly concerned with these 
points ae 

1. Form and wording of published 

statements 
Revaluation of balance sheet fig- 

ures (at some given date) 
3. Revision of cost figures (2.e., 
measurement of cost and rev- 

enues in like money units). 


“More Philosophical and 
Imaginative” 


Lorn McLean, chartered accountant, 
president of the Canadian Institute of 
Chartered Accountants, finds this tend- 
ency in the field of public accounting: 
“More and more the chief concern will 
be the scrutiny of internal controls... . 
the public accountant’s approach will be 
more philosophical and imaginative ; 
less time will be spent in his examina- 
tions, but it will be spent by people with 
higher qualifications.’”’*8 

Mr. McLean believes that discuss- 
ing and settling accounting problems 
thoughout the year as they arise, and 
scrutinizing internal controls at the 
time the engagement is undertaken, 
will “work to alleviate year-end peaks 


47 Tbid., p. 700. 
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and to mitigate the miseries of the ‘busy 
season’ . . . an unhappy aspect of the 
life of the public accountant.” 


The Future 
Young Profession 


Less than half the CPAs in the 
United States received their certificates 
before World War II; almost half have 
passed the examination since 1945, 
pointed out Jay A. Phillips, CPA, 
president of the Institute, in an address 
before the Texas Society of CPAs at 
San Antonio.*? 

Despite the growth in the number of 
CPAs—from less than 250 in 1900 to 
over 47,000 at present—there are too 
few to meet current business needs. 

This shortage is likely to continue for 
several years; “competition with other 
professions and with business for the 
best brains among the new generation 
will go on indefinitely.” Accordingly, 
advises Mr. Phillips, we must “re- 
examine some of our traditional ideas 
about employment and personnel prac- 
tices” ; they must “stand a fair compari- 
son with those in other professions and 
... fields with which we complete.” 


50 Years Hence 


In a paper on the future of account- 
ancy, Maurice H. Stans, CPA, past 
vice-president of the Institute, discusses 
accounting as a technique, social force, 
and profession.*° He predicts that our 
profession “will spread into smaller and 
smaller communities, where the pursuit 
of income and the exaction of taxes are 
no less factors in existence than they 
are in large cities.” 5! By the end of 
the century, he believes, there will be 


+8 “The Profession of Accountancy,” in The Canadian Chartered Accountant, Vol. 62, 
No. 6, June, 1953, p. 243 (Address delivered to meetings of chartered accountants in vartous 


Canadian cities). 


49 Reported in The Texas Accountant, Vol. XXV, Nos. 6 and 7, July-August, 1953, 


pp. I, 3-8. 


50 “The Future of Accounting,” in The Jilinois Certified Public Accountant, Vol. XV, 
No. 4, January, 1953, pp. 15-32. The article is reprinted from a forthcoming book, “Hand 
book of Advanced Accounting Thought,’ Morton Backer, Ed. 


51 [bid., p. 28. 
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some 150,000 or 
practice. 

Constructive practice, Mr. Stans 
offers the profession greatest 
possibilities for service and growth. 
This, he observes, involves service far 
beyond routine auditing or tax return 
preparation. Small- and medium-sized 
business need aid and guidance in man- 
agement and finance. Thus “accounting 
engineering” is sure to arise and be ex- 
panded. It will include, among. other 
things, “office systematizing, financial 
interpreting, budgeting, cost control, 
and assistance in management deci- 
sions’; might be called ‘professional 
controllership.” 

Mr. Stans concludes his scholarly 
article with this index of the December, 
1999, issue of The Journal of Account- 
ancy: 


200,000 CPAs in 


states, 


Methods of Auditing Financial Data Stored 
in Electronic Computers 

Criteria for Consolidation of Accounts with 
Subsidiaries on the Moon 

Recommend Depreciation Rates on 
military Space Ships 

Official Price Index for 1999 Purchasing 
Power Adjustment Shows 6% Increase 
in Year 

Is the Revenue Act of 1999 Confiscatory ? 

Cost Accounting in the Flying Saucer 
Industry 

Accounting Controls and Procedures for 
the Aid to Mars Program 

Labor - Management - Capital Committee 
Votes 10% Profit Reinvestment in Steel 
Industry 


Non- 


Editorials: 
CPAs Outnumber Lawyers at Turn of 
Century 
Will the New Three-How Day 
the End of the Coffee Period? 


Mean 


Economics 
Economics for the Accountant 


Those of our readers who have a flair 
for economics will be interested in “The 
Accountancy of J. M. Keynes,” by 
K. Striker, chartered accountant, which 
appeared in The Accountant recently.*? 
The author “translate[d| into the lan- 


guage of accountancy” the late econ- 
omist’s views on income. 

Mr. Striker, who holds a degree in 
Economics, found himself “forced to 
conclude, particularly from the account- 
ancy of J. M. Keynes, that there is in 
economic theory a lamentable ignorance 
of the facts of economic life and that 
views divorced from reality can be 
foisted upon the community. It there- 
fore behoves the accountant to regard 
with profound suspicion the literature 
of theoretical economics.” 

His views did not go unchallenged. 
Soon after, the magazine published two 
correspondents’ comments in rebuttal.>° 
One writer considered Mr. Striker “un- 
duly critical.” Accountants, business- 
men, and economists, he said, “‘all use 
the same basic facts but they arrange 
the items according to the purpose to 
which they are put.” Accountants, he 
continued, “render an exact ex post 
statement; businessmen take action on 
the basis of the accounts and in the 
light of their future expectations ; econ- 
omists are mainly concerned with ex 
ante problems.” 

The other correspondent observed 
that economics “is primarily concerned 
with the general characteristics of hu- 
man choice or decision making and not 
with bygones which cannot ever be al- 
tered.” Further, “accounts are a record 
of the past, i.e., history, and although 
they may be a most important factor 
affecting human choice in general they 
are no part of it.” 

Keynes’ book, continued this corre- 
spondent, was primarily for fellow 
economists; also, “the mere generality 
of Keynes’ theory made consideration of 
specific tax problems quite irrevelant.” 


No Backward-looking 
Historians, We 


In an article in The Journal of Ac- 
countancy entitled “What They (Econ- 
omists) Say About Us (Accountants ),>* 


52 Vol. CX XVIII, No. 4097, June 27, 1953, pp. 758-760. 
53 Vol. CXXIX, No. 4100, July 18, 1953, pp. 81-82. 
54 Vol. 96, No. 2, August, 1953, pp. 167-175. 


694 


November 





-On- 


2 In 

to 
int- 
S in 
nce 
that 

be 


ard 
ure 


ed. 
Wo 


ain 

SS 
lise 
1ge 
to 
he 
OSt 


on 


of 





Current Trends In Accounting—IV 


Professor James L. Dohr, of the 
Columbia University Graduate School 
of Business, observes: “In recent years 
there has been a pronounced change in 
the philosophy and conduct of the econ- 
omist.” > Today’s economist “is will- 
ing to undertake the management of the 
economy, particularly . . . the ‘dynamic’ 
economy, and the management of busi- 
ness institutions.” 

Formerly ‘an armchair observer, a 
bit on the gloomy side, with a rather 
limited knowledge of the world of af- 
fairs,” the economist is now “prepared 
to show businessmen how to ‘maximize’ 
their profits, . . . determine their in- 
come... deal with their costs... .” 

The economist has had opportunity 
“to consider the activities . . . of others 
interested in business management... 
[among them] accountants.” 5° 

What do the economists say about 
the accountants? We have many short- 
comings, it would appear. Professor 
Dohr summarizes the economists’ views 
under the following headings: general 
point of view; concept of income; con- 
tent of cost; analysis of costs ; maximi- 
zation of profits. The professor takes 
up our defense, refuting, point by point, 
the defects assessed against us.°” 

55 Ibid., p. 167. 
56 Jbid., p. 168. 
87 Ibid. p. 174. 
58 Vol. CXXVIII, No. 4090, p. 580. 





On the Lighter Side 


Philatelists Please Note 

Brazil has issued a postage stamp 
commemorating the Accountancy Con- 
ference held in Porto Allegre, Brazil, 
last winter. As far as is known, this is 
the first time an accountancy occasion 
has been accorded such recognition. 
The stamp is reproduced in the May 9, 
1953 issue of The Accountant.58 


You “Tick Everything” 

Are you inconvenienced by the size 
and weight of your briefcase and its 
contents? Consider the traveling ink- 
pots which the late M. Lancaster, char- 
tered accountant, senior partner of the 
British firm of Thorne, Lancaster and 
Company, from 1892 to 1944, carried 
on his audits for many years. 

The late Mr. Lancaster, “in common 
with the current practice of the times,” 
reports his son, M. W. H. Lancaster, 
in a letter to The Accountant,*? “con- 
sidered a thorough audit to be one in 
which ‘we tick everything.’ ” 

For this purpose the senior Mr. Lan- 
caster carried a pair of heavy inkpots, 
containing violet ink and green ink, in 
a traveling case. A picture of the travel- 
ing inkpot set illustrates the younger 
Mr. Lancaster’s letter to the magazine. 


59 Vol. CX XVIII, No. 4097, June 27, 1953, p. 771. 
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Forensic Accounting 


By Max Lourie 


This paper discusses those aspects of professional practice involved 

in the presentation in court of testimony and evidence by an 

accountant—his role in the preparation for trial, issues provable by 
an accountant, and his conduct on the witness stand. 


Definition, Scope and Significance 


Forensic accounting may be defined 
as the practice of accounting in connec- 
tion with the administration of justice. 
Although the writer has not heretofore 
seen this term applied to accounting, 
the word forensic (from Latin, forum, 
public place, court) has long been used 
to denote the branch of a profession or 
science which has a relationship to 
court proceedings, such as forensic 
chemistry, forensic medicine, and foren- 
sic science. 

Forensic accounting, like forensic 
chemistry, might properly include ex- 
amination for the purpose of obtaining 
evidence ;! however, auditing includes 
this subject. The preparation of fiduci- 
aries’ reports, for submission to courts, 
is included in estate accounting. The 
subject discussed here is the presenta- 
tion in court of written and oral evi- 
dence by the accountant. 





Max Lourte was graduated from 
The City College (N. Y.) School of 
Business and Civic Administration 
in February, 1953, with the degree 
of M.B.A. He is also a member of 
the New York Bar. Since 1943, he 
has been employed in the New York 
Supreme Court, working in the vari- 
ous trial courtrooms and clerks’ of- 
fices in New York and Bronx 
Counties. 

This paper was awarded Second 
Prize in the Society’s 1953 Prize 
Essay Contest. 











1 Lucas, A., 


There are cogent reasons for the 
study of forensic accounting. It may be 
only secondary that the opportunity to 
render services, at excellent remunera- 
tion, exists for an accountant sufficient- 
ly capable to be sought out by attorneys 
as an expert witness. 

Any practicing accountant may be 
called to testify in a case in which a 
client of his is involved. He must know 
how to present his evidence properly, 
to protect himself as well as his client. 
Proficiency in his own profession, with- 
out this knowledge, is not enough. 

Other considerations also require 
that the accountant be trained in the art 
of expert testimony. He owes a duty to 
his profession, that his conduct in pub- 
lic should not reflect unfavorably there- 
on. He owes an obligation to the pub- 
lic, the litigants, their counsel and the 
Court, to use his ability honestly and 
conscientiously. His behavior should 
be above reproach, for he is given more 
respect than the ordinary witness, be- 
cause of his professional status. 


The accountant must prepare before 
trial for the proper presentation of his 
evidence. Preparation with counsel is 
not only proper, but is desired and 
expected. 

Hugh C. Bickford points out: 

“A witness to an automobile accident 
may be able to go on the stand without 
much preparation ...; but this is not pos 
sible in a case where it is necessary to bring 
out all the accounting and financial details 
as reflected in numerous books, records, and 
documents.” 2 


“Forensic Chemistry and Scientific Criminal Investigation” (2nd Ed.; 


Edward Arnold & Co., London, 1931), pp. 15-20. 
2 Bickford, Hugh C., “Successful Tax Practice” (Prentice-Hall, Inc., New York, 


1950), p. 322. 
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This preparation will not suffice to 
teach the accountant all he should know 
about presentation of evidence. The 
writer has attended hundreds of trials 
in the New York Supreme Court, and 
has heard some experts testify well on 
direct examination, only to fall apart 
under skillful cross-examination. 

The unhappy plight of the untrained 
expert witness was explained by 
)sborn: 


“This inexperienced witness in many in- 
stances is not prepared to meet the skillful 
attack made upon him... . These witnesses 
are often confused and irritated, if not in- 
furiated, and many times are led into 
exaggerated statements and improper re- 
joinders that greatly weaken their testi- 
mony. Many entirely competent profes- 
sional men will not under any inducement 
whatever appear in court as special wit- 

3 


nesses. 


Preparation for Trial 
The accountant’s audit report may 
sometimes become the basis of a civil 
or criminal proceeding. His prepara- 
tion for trial properly begins, therefore, 
when he makes his audit. 

\s was stated recently in the Journal 

of Accountancy: 
“Consciousness that one’s statements and 
conclusions may be tested under oath on the 
witness stand and subjected to the ruthless 
dissection of hostile cross-examination will 
be conducive to a dignified restraint in 
phraseology.” 4 
The accountant must expect that he 
will be requested to testify occasionally, 
by the client or his attorney, in connec- 
tion with entries made, statements pre- 
pared, or audits conducted by him. 
Such a request must be granted, not 
only to avoid antagonizing a client, but 
also because the accountant can be 
forced by subpoena to testify. 

At other times, he may be needed as 
an expert, in litigation with which he 
has had no previous connection. An 


attorney will communicate with the ac- 
countant, asking him if he is willing to 
testify. The answer should be a con- 
ditional “yes.” It may develop, after 
investigation, that he cannot conscienti- 
ously undertake to give testimony 
favorable to the party calling him. 

Where a civil or criminal action is 
brought on a liability uncovered by an 
audit, it is the accountant who made the 
audit who is usually called as an expert 
witness by the plaintiff or the prosecu- 
tion. The defense may also engage an 
accountant to audit and testify. 

If you, as an accountant, are called 
as such expert, for either side, you must 
be prepared to explain not merely that 
part of the audit material to the suit, 
but all other items and procedures. If 
cross-examination discloses that you 
have been careless, ignorant, or unreli- 
able as to any of the audit, your whole 
testimony will be weakened. You must, 
therefore, go over both direct testimony 
and possible cross-examination with 
your counsel. He will want to bring 
out facts favorable to his side; his ad- 
versary will undoubtedly question you 
about other facts. 

Your counsel may not know a debit 
from a credit. It has been stated, in a 
book written for lawyers: 

“Wherever in any case a question relative 
to accounting comes up there is one cardinal 
rule to bear in mind: Few lawyers and 
fewer laymen understand the subject.” 5 


His adversary, however, may have 
studied accounting, or may have his ac- 
counting expert sitting beside him at 
the trial, ready to trip you if you err or 
weaken. 

In your interview with counsel, tell 
him the line of questions which will ex- 
pose weaknesses and inconsistencies in 
the testimony of the adversary’s ac- 
counting experts. This assistance will 
be of inestimable value. 


3 Osborn, Albert S., “The Mind of the Juror” (Boyd Printing Co., Albany, N. Y., 


1937), p. 48. 


4 Pratt, Lester A., “When the Accountant is Called As an Expert Witness,” in 
Journal of Accountancy, Vol. 88, No. 2; August, 1949, p. 148, reprinted from the Certificate, 


Vol. 4, Jan.-Feb. 1949, p. 3. 


5 Stern, William A., II, and Morgan, N. W., “Getting the Evidence” (Matthew Bender 


& Co., Albany, N. Y., 1936), p. 345. 
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The following appeared in the 
Journal of Accountancy, for October, 
1952: 

“It is likely, however, that the counsel 
expects from the accountant a familiarity 
with his evidence and the underlying 
records which approaches perfection. He 
will expect from the accountant at least the 
following: 

Familiarity with the bill of complaint 
(plaintiff's allegations) and the answer 
(defendant’s reply) if the case has pro- 
gressed to that point. This furnishes the 
accountant with a clue as to the records to 
be examined. 

Preparation of financial exhibits... . 

Careful planning as to general exhibit 
titles, column headings, explanatory foot- 
ROCCE; SIC... < 

Preparation of underlying working 
papers so as to permit ready documentation 
of testimony as well as exhibits. 

Expression of footnotes or other wording 
in the exhibits in as nearly non-technical 
language as possible with emphasis placed 
on completeness. 

Awareness, on the part of the witness, 
that he is either to prepare, personally, 
all of the material in the exhibit or be able 
to state that the material was prepared 
under his close supervision and that all the 
data can be substantiated. 

Knowledge as to who prepared the origi- 
nal records _ from which information is 
abstracted.” 


If the accountant has deviated from 
accepted practices and procedures for 
any reason, he must of course inform 
counsel. The attorney can then plan to 
explain on direct examination, and 
avoid his being trapped on cross- 
examination. 

Many books and dissertations have 
been written about the art of cross- 
examination. Fictional descriptions of 
dramatic cross-examinations are in- 
numerable. One can find, on almost any 
night on the television screen, a tour de 
force in which some clever counselor- 
at-law confounds a sly witness by adroit 
cross-examination. 

A complete discussion of cross- 
examination is obviously impossible 


6 Hoffman, Harold L., 
Part of a Case in Litigation, 
p. 435. 

7 Osborn, Albert S., 
1926), pp. 394-395. 
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here. Cross-examination is largely im- 
promptu or extemporaneous. 

However, in his interview with coun- 
sel, the accountant may prepare for at- 
tacks on his expert evidence. Osborn, 
the expert on expert evidence, de- 
scribed fourteen possible attacks, which 
may be summarized thus: 


1. Insufficient preparation and experience 
to qualify as an expert witness. 

2. Inadequate examination of the situation 
presented. 

3. Improper presentation of the situation 
to the witness. 

4. Suspicion upon the testimony, cast by 
the witness’s personal record and char- 
acter. 

5. Use of misleading illustrations, selection 
of unfair examples, drawing of infer- 
ences not justified by facts, and im- 
proper emphasis or exaggeration. 

6. Impossibility of reaching a conclusion 
meriting serious consideration, on a sub- 
ject not permitting adequate inquiry. 

7, Expression of an opinion unjustified by 
the reasons given. 

8. Basing the opinion upon vague and 
trivial facts insufficient to sustain any 
opinion, and arriving at a conclusion by 
guesswork. 

9. A biased and unfair attitude of the wit- 
ness in the examination of the situation. 

10. The possibility that the problem is so 
difficult or unusual that even a com- 
petent and careful witness may be mis- 
taken. 

11. Influence of other things than technical 
findings on the opinion of the witness, 
and basing the conclusion on reasons 
other than those given. 

12. Technical errors in the testimony of the 
expert. 

13. Serious errors made by the witness in 
other cases or at other times. 

14. Corruption or perjury of the witness, 
and his employment therefor.7 


Possible Questions 


The accountant should bring to the 
interview a check list of possible ques- 
tions, to assist counsel in direct exami- 
nation and to prepare for cross- 
examination. In addition to questions 


“Preparation and Courtroom Presentation of the Accounting 
” in Journal of Accountancy, Vol. 94, No. 4; October, 1952 


“The Problem of Proof” (2nd Ed.; Essex Press, Newark, N. J., 
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Forensic Accounting 


on auditing, the accountant may on 
cross-examination be asked some of the 
questions given below. Answers are 
suggested, but they must be consistent 
with the facts. 

Q. Did you talk. with your lawyer about 
this case? A. Yes. 

Q. Did you have a copy of the questions 
which were asked on direct examination? 
a. Yes. 

Q. Did you have the answers written 
down? A. Yes. 

Q. Did your lawyer tell you what to say? 
.s No. 

Q. Are you familiar with Finney's “Gen- 
eral Accounting,” and Truman’s ‘“Audit- 
ing’? A. I know the first, but I never 
heard of the last one. 

The witness must be careful not to admit 
having read a non-existent book. (As far 
as the writer knows, there is no such book 
as Truman’s “Auditing.”’?) More than once, 
an expert witness has been trapped by such 
a question. 

Q. Do you consider Finney an authority ? 
A. Yes. 

If the witness considers the book an 
authority, a statement from it may be read 
to him, after which he will be asked if he 
agrees with it. 

Q. How much do you expect to be paid? 
A. $100.00 per day.8 


Sometimes, the Court will let the 
witness answer an objectionable ques- 
tion. Unless the answer results in what 
lawyers call “prejudicial error” or 
“reversible error,” the judge may cure 
the defect by ordering that the answer 
be striken out. But in the meantime, 
the witness still has had to answer. 

Finally, as accountants were once ad- 
vised by an English barrister : 

“A further hint as to the giving of evi- 
dence is that a witness should not show a 
testy disposition because he is questioned as 
to his professional qualifications. In cases 
which involve difficult questions, which can 
only be adequately dealt with by experts, 
it is very material to know the qualifica- 
tions they possess.” 9 


Issues Proved by Accountants 


The accountant should know some- 
thing about the types of cases in which 
he might be called upon as a witness, 
the conclusions his testimony might be 
used to prove, and the legal issues 
which might be decided upon the basis 
of his evidence. 

Whenever the accountant has made 
any audit, or has made entries in books, 
he may be called as an expert witness 
in subsequent litigation. A number of 
other situations where accountants have 
testified are described here. 


Value 


There has been in the past decade an 
increasing, and to some extent an 
alarming tendency for businessmen to 
rely on accountants for expert opinion 
as to value. This may be due in part to 
the approach by texts and teachers, dis- 
cussed by Professor John N. Myer in 
the Accounting Review for January, 
1946: 

“Tt is true that the word ‘value’ is used 
by accountants in the technical sense of a 
valuation on the basis prescribed by ac- 
cepted principles of accountancy... . 

Those adversely affected by the current 
misleading teachings are the people who 
become economists, engineers, lawyers, 
credit men, etc.” 10 
The Committee on Auditing Pro- 

cedure of the American Institute of 
Accountants cautions : 

“The auditor is in no sense a valuer or 
appraiser of goods or properties or an ex- 
pert in materials or commodities, although 
as a part of his work he may be concerned 
with adjustments to, or the disclosure of, 
fair values as determined by others.” 11 
Accountants’ testimony has _ been 

used to prove the value of business in- 
terests, closely-held stock, promissory 
notes, depreciated assets, patents, and 
good will. 


8 “Legal Notes,” Journal of Accountancy, Vol. 64, No. 1; July, 1937, p. 68. 
____ 9 Shawcross, W. H., “How to Receive and Give Evidence,” in the Accountant, Vol. 
XXIV, New Series, No. 1206, January 15, 1898, p. 73. 

10 Myer, John N., “Fallacies in the Balance-Sheet Approach,” in the Accounting Review, 


Vol. XXI, No. 1; January, 1946, pp. 9-12. 


_ 1 A.LA., Committee on Auditing Procedure, “Tentative Statement of Auditing 
Standards—Their Generally Accepted Significance and Scope” (A.I.A., New York, 1947), 


pp. 15-16. 
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Inventory 


The accountant may testify as to the 
book value of the inventory of merchan- 
dise, particularly after loss by fire or 
theft.12. His evidence may prove that 
some of the merchandise inventory has 
been removed. Since fires rarely hap- 
pen conveniently on the day after in- 
veutory is taken, the testimony of the 
accountant shows the adjustments nec- 
essary to prove the interim inventory, 
as of the date of the loss. 


Other Issues 


Net worth, net income and net profit, 
being accounting concepts, are properly 
subjects of expert testimony by the 
accountant. 

Thus, an accountant will be in de- 
mand as an expert witness in tax cases, 
in lawsuits involving incentive compen- 
sation with a percentage of profits, real 
estate rentals based on profits, and 
covenants in bond indentures providing 
for reduction of dividends in the event 
of reduced profits. 

In suits against corporate officers and 
directors for mismanagement, in equity 
actions for accounting, in partnership 
dissolutions, and in estate proceedings 
involving objections to accounts of fidu- 
ciaries, the accountant’s expert evidence 
is essential. 

In many criminal cases, the account- 
ant is indispensable as an expert wit- 
ness. His testimony may prove charges 
of embezzlement, of issuing fraudulent 
financial statements, or of operating a 
bank while insolvent. 

Lastly, the accountant’s expert testi- 
mony is decisive in proving accounting 
principles and practices. 


The Accountant Takes the Stand 


The accountant should be familiar 
with the various forms in which he 
gives evidence. 


ing Problems and Procedures” 
“Controversy and Litigation.” 


His expert evidence is usually given 
as oral testimony at a trial before a 
judge or a judge and jury, with or 
without additional evidence in writing. 
Less often, it consists solely of written 
evidence ; sometimes, it is given orally 
in anticipation of the trial. 

The written evidence by an account- 
ant includes not only all books of ac- 
count and the entries made therein, and 
financial statements and schedules, but 
also work sheets, letters, documents, 
summaries, and affidavits. 


Oral Testimony 


The accountant being sworn as a wit- 
ness gives his testimony seated in the 
witness stand, between the judge and 
the jury. Being called as an expert, he 
must show that he has special knowl- 
edge. 

The qualification may be simple, as: 


Q. Mr. Jones, what is your profession? 
A. I am a certified public acountant. 
or 
Q. Mr. Jones, what is your profession? 
A. I ama public accountant, and have been 
engaged in the practice of accounting for 
the past years.13 





If the witness has an impressive record, 
the qualification may be long and de- 
tailed. The accountant need not be a 
CPA to qualify as an expert. 

With the aid of an accountant as an 
expert witness, the results of an exami- 
nation which has taken trained auditors 
weeks to complete, may be given to a 
jury in a few minutes or hours. As the 
court said in United States v. Kelley: 

“The prosecution’s accountants were al- 
lowed to present their calculations from the 
books and returns in evidence. This kind 
of evidence when based upon documents 
themselves competent and accessible, is al- 
ways admissible; a jury without such 
guidance would be totally unable to cope 

with complicated accounts.” 14 


12 Rosenblum, Leo, “Adjustment of Insurance Loss Claims on Merchandise—Account- 
(King’s Crown Press, New York, 1948), Chapter VII, 


13 Cf. Goldstein, Irving, and Sudow, Joseph Z., “Trial Practice Cases” (Baron Press, 


Chicago, 1949), pp. 42-43. 
14 105 F. (2d) 912, 918 (1939). 


700 


November 





unt- 
ac- 
and 
but 
nts, 


wit- 

the 
and 
‘, he 
ow 1- 


» al- 
1 the 
kind 
ents 
; al- 
such 


cope 


ber 





gy 


Forensic Accounting 


When the accountant is called to ex- 
plain the meaning, effect, and use of 
accounting principles, standards, con- 
cepts, practices, and procedures, his 
evidence is known as expert opinion 
evidence. It may be based upon an 
assumed state of facts, submitted to him 
by counsel. 

Although the accountant’s testimony 
is ordinarily given at the trial, he may 
occasionally be called to give evidence 
for use at a trial to be held at some later 
time or at some other place. 


Written Statements as Evidence 

The evidence given by the accountant 
may be in the form of written state- 
ments. 

The admission of books of account, 
and the entries therein, if properly iden- 
tified, is expressly permitted by statute 
in New York.!5 The ledgers, equally 
with the day books, are books of origi- 
nal entry.!° Corporation minute books, 
income tax returns, and New York cor- 
poration franchise tax reports are ad- 
missible in evidence as such records. 

The authentication required may be 
supplied by a bookkeeper or other em- 
ployee. The accountant also may iden- 
tify the books of account by the entries 
he has made therein. This may even be 
the only oral evidence in the case. 

If books are in evidence, and avail- 
able for examination by the adverse 
party and the jury, the accountant may 
present his written summaries, state- 
ments and schedules, drawn therefrom. 
Statements prepared by assistants un- 
der his supervision are admissible as his 
evidence. This kind of evidence does 
not violate the rules against hearsay 
and parol evidence. 

A great part of a lawyer’s court prac- 
tice consists of motions. The sworn 
statements, on which motions are gen- 
erally based, may occasionally include 
a declaration by an accountant. 

The attorney prepares an affidavit, 
stating the facts obtained from the 


15 Civil Practice Act, Section 374-a. 


client, or from books or statements, or 
from the accountant himself. The ac- 
countant is then asked to sign the affi- 
davit under oath, usually before a no- 
tary public. The accountant must re- 
member that unless he knows of his 
oun knowledge that all the statements 
in an affidavit prepared on that basis 
are true, he must refuse to sign. 

Occasionally, an attorney may attach, 
as an exhibit, a letter or certificate by 
the accountant as to some item in the 
books or statements. In signing an un- 
sworn statement, the accountant is re- 
quired by ordinary honesty and by pro- 
fessional ethics, to see that the state- 
ment is entirely true. He might em- 
barrass his profession as well as himself 
if he were called to a subsequent hear- 
ing, and were forced to admit that his 
statement was false. 


Evidence Prohibited 


Sometimes an accountant is pro- 
hibited from testifying to facts within 
his knowledge. Indeed, there are times 
when, even though all parties want the 
testimony, the accountant should never- 
theless advise the court of his privilege 
or disqualification. 

The government has always had 
power to conceal diplomatic and mili- 
tary secrets. By statutes, department 
heads may claim this immunity. Where 
records have been “classified” as secret, 
an accountant who has learned their 
contents, or who has the records in his 
possession, must not divulge his infor- 
mation, except by direction of the de- 
partment head, or of the Court. 

The secrecy of a formula, or recipe, 
or a list of customers of a business, will 
be protected; and a person who has 
learned trade secrets need not divulge 
them in court. This privilege applies 
to the names of the accountant’s clients. 


The Privileged Communication 


As to accounting communications, 
there is no statutory privilege in New 


16 McGoldrick v. Traphagen, 88 N. Y. 334 (1882). 
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York; the common law, also, does not 
recognize such privilege. 

The rule has been changed by stat- 
utes in many other states. In Arizona, 
lowa, Louisiana, Maryland, Michigan, 
and Tennessee, the accountant may not 
divulge confidences without his client’s 
consent, except in bankruptcy and 
criminal cases. In Florida, Kentucky, 
and Illinois, all communications to ac- 
countants by their clients are privileged. 
In New Mexico, Georgia, and Colorado 
the immunity is given to certified pub- 
lic accountants only, and not to public 
accountants in general. 


Demeanor on the Stand 


A thorough knowledge of courtroom 
manner and demeanor will be of great 
value to the accounting expert on the 
stand. 

Recently, George B. Pearson, Jr., 
formerly Judge of the Supreme Court 
of Delaware, and now President of the 
Delaware State Bar Association, gave 
“Ten Warnings for the Accountant 
who Wants to do a Good Job on the 
Witness Stand :” 


“Listening to many accountants who ap- 
peared as witnesses during a period of ten 
and one-half years, I have noted the things 
they have done, to make testifying an ex- 
hibition in expertness or a display of 
gaucherie. And since accountants are so 
frequently called upon to testify in court, I 
believe the following suggestions may prove 
useful. 

1. Dont’t get mad.... 

2. Don’t show it... . 

3. Listen to the questions. , 

4. Speak up, out loud, slowly. 

5. Never hesitate to admit not knowing 
an answer. 

Ne ever tr: y 
answers. . 

7. Where the subject of inquiry is espe- 
cially technical it is well to study it in 
advance of the trial. . 

8. It goes without ‘saying that you will 
be candid and honest at all times, under all 
circumstances, and without regard to con- 
sequences. 

9. Perhaps ‘the most frequent complaint 
leveled at expert witnesses, including ac- 
countants, is their use of too many techni- 
cal terms. 


to give smart or clever 


Journal of 
18 Idem (from the headnote). 
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10. Try constantly to bear in mind and 
to convey to your listeners that the most 
significant purpose of accounting is to de- 
scribe certain aspects only of financial 
transactions and situations in accordance 
with an orderly system of rules... .”17 


These ten warnings for accountants 
could be multiplied a hundredfold. 


The Challenge to Accountancy 


It has been the writer’s observation, 
drawn from attentively watching wit- 
nesses every court day for many years, 
that expert witnesses, in general, con- 
vey their ideas and their knowledge to 
the jury, and retain their composure 
under the stress of a trial, better than 
lay witnesses. But the writer has also 
found that as witnesses, the accountants 
(with few exceptions) compared un- 
favorably with the other experts, the 
physicians, scientists, appraisers, and 
engineers. 

As was stated in the Journal of . 
countancy for July, 1952: 

“One of the accountant’s principal diffi- 
culties is in communicating ideas to others, 
especially hostile listeners. But the account- 
ant is a very much used expert witness 
these days.” 18 


Perhaps, as the writer believes (and 
this belief being controversial, the 
reader is free to accept or reject it, at 
his pleasure), this is so because ac- 
countants are prone to have an intro- 
vert personality, whereas extroverts are 
more personable and more convincing 
to juries. It may be, however, that 
other experts are better trained in the 
forensic branches of their special fields. 
Policemen are taught to avoid objec- 
tionable statements in their testimony, 
and make convincing witnesses. Physi- 
cians, chemists, and other scientists 
study, either in their college training or 
in post-graduate courses, the giving of 
expert testimony ; whereas accountants 
have, as far as the writer has ascer- 
tained, omitted from their texts and 
from their studies, the art of exper 
evidence. 


July, 1952, pp. 78-81. 
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This situation is particularly unfor- 
tunate for the profession of account- 
ancy. A professor of science might 
make a poor showing as a witness, and 
then go back to his classes and be an 
excellent teacher; an engineer might 
appear to be a complete fool on the 
witness stand, and later successfully 
supervise the construction of a tremen- 
dous project; a surgeon might be im- 
possible of belief in court, and later 
properly perform a delicate operation 
on a patient. 

Sut the accountant who appears 
inept, or untrustworthy, or is unable to 
express himself, in the open forum of 
the courtroom, does himself and_ his 
profession a disservice. Like any other 
professional man, he may lose his client. 
But in addition, he brings discredit to 
his profession, not only before the gen- 
eral public (represented by the jury 
and spectators present) but also before 
two groups who are particularly in a 
position to help or hinder accountancy : 
the Bench, which often passes upon 
principles of accounting, and the laws 
governing the accountant’s actions ; and 
the Bar, which is seeking closer co- 
operation with accountancy. 

The accountant must be able to find 
the middle course between professional 
pride and zeal, on the one hand, and 
restraint and impartiality, on the other, 
which will inspire confidence in him 
and in accountancy : 


“Professional pride in his report natu- 
rally creates a desire to see his conclusions 
sustained by the jury’s verdict—but that 
desire must be curbed. Both judge and 
jury are looking to him as an expert of the 
highest integrity to tell them fairly and 
fully what facts are disclosed by his audit. 
The more his bearing and _ restrained 
language evidence a judicial impartiality 
in his attitude, the greater will be their 
confidence in him and belief in the correct- 
ness of his findings. The testimony of one 
such confidence-inspiring witness will often 
be accepted by a jury though it is contra- 
dicted by several other witnesses.” 19 


19 Pratt, Lester A., op. cit. 
20 Donaldson, William R., 


Indeed, overzealousness, ineptitude, 
or carelessness in testifying as an ex- 
pert witness may possibly have a lasting 
effect on the entire profession of ac- 
countancy, by bringing about judicial 
endorsement of an incorrect statement 
of accounting principles. As William R. 
Donaldson, formerly president of the 
New York State Society of Certified 
Public Accountants, pointed out, the 
courts determine accounting principles 
from expert testimony : 


“Proceeding from the type of case where 
the accountant’s expert testimony is pre- 
sented to explain and summarize compli- 
cated accounting facts, we go into a broad 
field of cases where accounting principles, 
as distinct from facts, is the point of 
issue. 

That decision has to decide an issue— 
what is the correct accounting principle or 
practice involved in the case. So we find 
impinged on the body of principles a de- 
termination by a Court or a governmental 
department or agency that this or that is 
the correct principle.” 20 
Regardless of the personality of ac- 

countants, the profession must learn 
how to testify properly and convinc- 
ingly. 

Meeting the Challenge 

This treatise has discussed account- 
ancy’s right to present its special 
knowledge as evidence in court, and the 
preparation and delivery of such evi- 
dence. The writer now offers sugges- 
tions on how the challenge which faces 
accountancy as a study and as a pro- 
fession, should be met. 

It cannot be denied that accountancy, 
in its teachings and in its practice, has 
usually managed to accommodate for 
variations and progress in business, 
law, governmental affairs, and the 
mores of the nation. 

The courts, the bar, and the public 
are entitled to demand of accountants 
the same measure of honesty and ob- 
jectivity that the accountants them- 


“Proof of Facts Through Accounting Data—Accountants’ 


=xpert Testimony,” in The New York Certified Public Accountant, Vol. XV, No. 9; 


September, 1945, pp. 484-485. 
1933 
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selves desire when they are in a position 
to pass judgment: 


“Verifiable, objective evidence has there- 
fore become an important element in ac- 
counting and a necessary adjunct to the 
proper execution of the accounting function 
of supplying dependable information. .. . 

The most desirable evidence is that which 
is completely objective and wholly without 
any taint of the uncorroborated personal 
opinions of an interested party.” 21 


The courts have at times indicated 
low opinion on expert witnesses : 


“Expert evidence, so-called, or in other 
words, evidence of the mere opinion of 
witnesses, has been used to such an extent 
that the evidence given by them has come to 
be looked upon with great suspicion by 
both courts and juries, and the fact has 
become very plain that in any case where 
opinion evidence is admissible the particu- 
lar kind of an opinion desired by any party 
to the investigation can be readily procured 
by paying the market price therefor.” 22 


Interest in the subject of expert evi- 
dence by accountants and the need for 
guidance is shown by articles in ac- 
counting periodicals, from 1898,7° to 
the present, and before 1898, by deci- 
sions and memoranda as early as 1817: 


“Meyer v. Sefton was inter alia, an in- 
quiry to determine the value of a bankrupt’s 
estate. Here a witness who had examined 
the bankrupt’s accounts was allowed to 
testify, since from the nature of the case 
such an inquiry could not be made in 
court.” 24 

“Tn 1824, a young accountant commenced 
business in Glasgow, Scotland, and issued 
a circular, detailing the various classes of 
work which he was prepared to undertake. 
These included ‘the making up of State- 
ments, Reports, and Memorials on Account 
Books, on disputed Accounts, and Claims 
for the purpose of laying before Arbitra- 
tors, Courts or Counsel’.” 25 


Yet, although the writer has made an 
exhaustive search, he has not found a 


21 Paton, W. 


Standards,” 





other 
courses, publications, and symposia on 


A., and Littleton, A. C., 


single book for accountants, on the sub- 
ject of forensic accounting. Although 
professions have provided 


the forensic branches of their special- 
ties, yet the writer has found none on 
forensic accounting. Indeed, the very 
term itself seems to have its first use 


here. 


Certainly, the teaching of account- 


ancy must now include training in 


forensic accounting. 
Consider the following question and 


answer from the Journal of Account- 
ancy for May, 1951: 


“Will the future bring an enlargement 
of the function of the certified public ac- 
countant as an expert witness in legal 
proceedings? There is every reason to ex- 
pect such a development. ... 

It is clear that more and more lawyers 
must and should seek the assistance of the 
profession of accountancy. There is team 
work to be done between law and account- 
ing. The accountant’s service to his clients 
and the service which the legal profes- 
sion should render to its clients can be 
adequate only if each takes the fullest ad- 
vantage of the specialized training of the 
other. By such recognition the two profes- 
sions will increase in stature and public 
esteem.” 26 
Now, when the two professions are 

seeking to.render service which “can 
be adequate only if each takes the fullest 
advantage of the specialized training of 
the other,” the writers and teachers of 
accountancy have failed their profession 
in the training of the forensic branch of 
the study. Articles in accountancy pe- 
riodicals constantly deplore the lack of 
capable expert witnesses. 

Accountants need not learn all of the 
law of evidence. That would take years 
of unnecessary effort. 

When the Tax Court, then known as 
the Board of Tax Appeals, first per- 


“An Introduction to Corporate Accounting 
(American Accounting Association, Chicago, 1940), pp. 18-20. 


22 Roberts v. N. Y. E. R. Co., 128 N. Y. 455, 464 (1891) ; cf., Stern and Morgan, op. cit., 


ge GX fl 
23 See note 9, supra. 
24 McArthur, Clarence V., “Evidence 





Accountants as Experts,” in the Canadian Bar 


Review, Vol. XXVI, No. 5; May, 1948, p. 873, citing Mever v. Sefton, 2 Stark. 274 (1817). 


25 Frankel, Leopold, 


“Court Testimony of 


Certified Public 


Accountants,” in the 


Accountant, Vol. XIII, No. 5; May, 1933, p. 263. 
26 Robinson, Kenneth W., “Accountants’ Usefulness as Expert Witness Grows As 


Business Gets More Complex, 
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mitted accountants to practice before it, 
there were discussions, as evidenced by 
correspondence in the Journal of Ac- 
countancy, on the study of evidence by 
accountants. Among the letters printed, 
one from George O. May stated in part: 
“A general knowledge of the law of 
evidence is eminently desirable for the ac- 
countant who aims to be a master of every 


branch of his profession or who spe cializes 
in either tax work or expert testimony.” 27 


3ut how will such accountants learn 
the art of expert testimony? By attend- 
ing a law school for three or four years? 
That is the only way they have been 
able to learn, up to the present time. 
Yet it is absurd to expect this as it 
would be to require medical students 

spend an additional three or four 
years in law school in order to learn 
medical jurisprudence. 

It can hardly be the province of the 
law school to teach accounting. Legal 
Medicine is taught in medical schools, 
and Legal Accounting should be taught 
in schools of accounting. As Dean 
de Capriles said in discussing the ac- 
counting course for law students at 
New York University, which was at- 
tended by some accountants : 

“There is confusion even as to the proper 
title of the course. ‘Legal Accounting’—a 
catalog favorite designed in all probability 
to ward off complaints of law school poach- 
ing on the preserve of the business school— 
is my pet phobia.” 28 


The accounting profession has be- 
come aware of the gravity of the situa- 
tion. The Journal of Accountancy tor 
July, 1951 stated editorially : 

“If the lawmakers and the courts are 
unfamiliar with accounting, or ignore its 
principles and conventions which are based 
on the realities of business experience, 
there is danger of a widening gap between 
actual business income and income for tax 
purpose, rate regulation, dividend declara- 
tion, financial reporting for regulated cor- 
porations, and other legal purposes. The 
unfortunate economic and social results of 
such a trend are so obvious as to need no 
elaboration.” 29 


Conclusions 


The colleges and schools of account- 
ancy should begin to teach forensic ac- 
counting. No doubt, and this is as it 
should be, it will first be taught at a 
graduate level. In those colleges and 
universities where there is both a school 
of accountancy and a school of law, 
joint classes in forensic accounting and 
accounting jurisprudence could be held, 
just as in one university, where the 
school of medicine had joint classes 
with the school of law, and the future 
doctors appeared as expert witnesses at 
trials conducted by the law students. 

Lastly, there should be reference 
books, and texts for students, along the 
lines suggested by this treatise. 

The progress of accountancy will be 
greatly promoted by the study of foren- 
sic accounting. 


_ 27 Editorial, “The Accountant’s True Sphere,” in Journal of Accountancy, Vol. 40, 
No. 3; September, 1925, p. 191. Some accountants have obtained this knowledge dearly, 


literally, by trial—and error. 


28 de Capriles, Miguel C., “Teaching 


Accounting in the Law School,” in The New 


York Certified Public Accountant, Vol. XXII, No. 1; January, 1952, p. 36. 


29 +e “Interrelationship of Law and Accounting, 


Vol. 92, No. 1; July, 1951, p. 36. 
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Accounting Aspects of Nationalization 
of Industry 


By Henry LowENTHAL 


This paper points out the many accounting problems which are 

created by the nationalization of industry. It discusses the provi- 

sions of existing laws insofar as they are pertinent, and hints at 
some of the solutions to the problems noted. 


O*" of the outstanding phenomena 
of modern economic history is the 
nationalization of industries by a num- 
ber of governments in several parts of 
the world. 

Accounting, whose function it is to 
analyze, classify and interpret the finan- 
cial records of business concerns, is, of 
course, closely affected by such a 
change in the economic position of an 
industry as the transfer of its owner- 
ship and management from private to 
public interests. This paper will deal 
with those problems of nationalization 
which affect the financial records of 
business; particular emphasis will be 
placed upon the mechanical changes re- 
quired in the records and the interpre- 
tation of the accounting data immedi- 
ately preceding, during and _ after 
nationalization. 

In this paper we will limit the discus- 
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sion of nationalization of industry to the 
acquiring by a state of an organized and 
functioning industry by legislation usu- 
ally, but not necessarily, through com- 
pensation to the previous owners ; such 
as the nationalization of the coal indus- 
try in England, the oil companies in 
Iran, and the tin mines in Bolivia. We 
will exclude the temporary seizure of 
an industry by a government because 
of an impending emergency or national 
crisis, such as the “nationalization” of 
the railroads in the United States dur- 
ing the First World War and the more 
recent steel industry seizure. 


Problems Involved 


When an industry is transferred 
from private to public ownership by 
governmental decree, numerous prob- 
lems arise affecting its financial records 
—as well as the analysis and interpreta- 
tion and the method of reporting of its 
financial data. 

The first and most obvious problem 
is the compensation to the former own- 
ers. The government, when taking over 
an industry, usually faces the problem 
of compensating the previous owners, 
not only for their current capital in- 
vestment but also for the possible future 
earnings they would have received. 

In setting up the books of account for 
a nationalized industry the question 
arises as to whether they should be kept 
as a completely separate entity or be 
incorporated with the government’s 
financial records. Should the accounts 
and reporting methods be closely regu- 
lated by legislation or should the man- 
aging board be given a free hand in its 
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administration? How closely should a 
nationalized industry be required to 
conform to commercial accounting 
practices? Should a nationalized indus- 
try disclose even more of its financial 
information to the public, because of its 
public responsibility, than do private 
enterprises or should it be allowed to 
maintain the common secrecy or even 
hide some of the information on the 
government’s books? Who will scrutin- 
ize the annual reports of these indus- 
tries as closely as a board of directors 
would in a private firm? Can manage- 
ment hide its inefficiency because of the 
lack of competition and because of its 
financial reporting methods? 

Other problems arising because of 
nationalization are: What should be the 
disposition of large government ex- 
penditures on improvements in the na- 
tionalized industries? What is to be the 
disposition of the profits and losses of 
these industries and what will be the 
effect on taxation? Will labor be more 
or less efficient when it is responsible 
to the government instead of to the 
private owners? How can we distin- 
guish and account for those assets 
which have been nationalized and those 
which have not, within a specific in- 
dustry? Is it necessary to have wholly 
independent public accountants audit 
the books of nationalized industries, or 
can a government audit agency assume 
this important function ? 

These problems, and others to be 
enumerated later, comprise the numer- 
ous accounting aspects of the nationali- 
zation of industry and are what this 
paper will deal with. 


Compensation 


The British Labour Party’s 1945 
General Election industrial program 
advocated the public ownership of the 
coal, gas and electricity industries; of 
inland transport services by rail, road, 
air and canal; and of the iron and steel 
industries ; all on the basis of fair com- 
pensation. 

This rule, that fair compensation is 
to be paid when an industry is nation- 
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alized, seems to have been accepted al- 
most universally. This is borne out 
most emphatically in a decision of the 
Supreme Court of Aden when it ruled 
on a case involving the nationalization 
of the Iranian oil industry. In this case, 
Judge Ralph Campbell of the Supreme 
Court of Aden stated that the principle 
that adequate compensation must be 
given by a government on nationaliza- 
tion was a “principle of international 
law.” 

The decision as to what constitutes 
fair compensation is often one of politi- 
cal and economic expediency with the 
accounting data available used only as 
an incidental source of information. 

However, no matter what the deci- 
sion might be and regardless of the 
methods used in arriving at it, it usually 
falls to the accounting profession to 
compute the actual amounts payable to 
the former owners. The accountants 
must make the necessary computations, 
draw up the required schedules and set 
up the books and entries which reflect 
the decisions of the politicians and 
economists as concerns compensation. 
For this reason it is of the utmost im- 
portance, in a discussion of the account- 
ing aspects of nationalization, that a 
proper understanding of the different 
methods of compensation be arrived at. 

It is quite apparent that a uniform 
method of compensation which could be 
applied to nationalization schemes gen- 
erally is impracticable. No one method 
of compensating the former owners of 
such diverse industries as coal, oil, gas, 
transport, electricity, iron and steel, and 
banks could be practicably applied. 

For an intelligent discussion of the 
various methods of compensation we 
will, for our purpose, divide these meth- 
ods into five categories: (1) Net main- 
tainable earnings, (2) Stock market 
values, (3) Physical asset basis, (4) 
Compensation to local governmental 
units and, (5) Others. 


1. Net Maintainable Earnings 


In computing the amount of compen- 
sation to the former owners under the 
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net maintainable earnings method, the 
usual practice has been to set up a board 
charged with the responsibility of as- 
certaining, first, the net annual revenue 
which the assets of the nationalized in- 
dustry as a whole might be expected to 
earn ia the future and, second, the num- 
ber of years’ purchase to be applied 
thereto. This method of computation 
was employed for the nationalization of 
the coal and the cable and wireless in- 
dustries in England. 

The amount of compensation arrived 
at in this way is subject to all the risks 
of forecasts, errors in estimating the 
reliability of the forecasts, and errors 
and misconceptions in the original data. 

In some instances, such as in the case 
of the nationalization of the Bank of 
England, where the industry is closely 
regulated by the government even be- 
fore nationalization, this method of 
compensation can be very simply em- 
ployed. The Bank of England had been 
paying an annual dividend of twelve per 
cent for almost twenty-five years and 
there was no prospect of this rate being 
changed. The government, which was 
going to compensate the owners of this 
industry by issuing three per cent gov- 
ernment stock, had, therefore, simply 
to issue enough government stock that 
the interest payments shall remain 
equal before and after nationalization, 
or a payment of four to one on the 
oustanding stock. 


2. Stock Market Values 


When the shares of a concern which 
is to be nationalized are dealt in on the 
stock market, a valuation may be made 
on the basis of share prices. 


Mr. Glenvill Hall, M.P., stated that 
“speed and simplicity are in fact that 
only virtues which can be claimed for 
the method of compensation by market 
values.” * 

It appears that “speed and simplici- 


” 


ty’ is a very important consideration in 


choosing the basis for compensation, as 
is borne out by the many industries 
compensated for in this manner. The 
British railways and canals, electricity 
undertakings and the gas and iron and 
steel industries and practically all of the 
industries nationalized in France were 
compensated for on this basis. 


One or two series of dates are usually 
selected and the average stock market 
value of the shares on those days is used 
as the basis for compensation. In 
France, a percentage of increase over 
the stock market values was allowed in 
several cases when the government real- 
ized that the compensation would other- 
wise be too low. 

In general, this method of compensa- 
tion aroused much controversy and it 
was generally agreed that the former 
owners of the industries thus compen- 
sated suffered a reduction of income. 


3. Physical Asset Basis 


In those industries where the stock 
market valuation method could not be 
applied because many of the firms were 
not incorporated and where the net 
maintainable earnings basis of compen- 
sation was considered to be impractica- 
ble, an alternate method used was the 
physical asset basis. 

In Great Britain, the trucking indus- 
try and part of the railway industry was 
compensated for in this manner upon 
nationalization. In the case of the ve- 
hicles nationalized by the law affecting 
the road transport industry, compensa- 
tion was computed as the cost of re- 
placing the vehicle at the date of trans- 
fer by a new vehicle of a similar type, 
with adjustments made for depreciation 
and any material variance in the physi- 
cal condition of the vehicle from normal. 
Privately owned railway wagons were 
compensated for as per a schedule of 
values which formed part of the 
Nationalization Act, with allowances 
made for specially built cars. 


* “Second Thoughts on Guaranteed Stocks,” The Economist, Vol. 152, No. 5403, March 


15, 1947, p. 389. 
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In Guatemala, where a large portion 
of United Fruit Company’s Pacific 
Coast holdings were nationalized, the 
physical asset value was assumed to be 
the valuation of the land as previously 
established for tax purposes. In France, 
some of the nationalized industries were 
compensated on evaluations “based on 
the market values of the companies’ 


assets. 


4, Compensation to Local 
Governmental Units 

Where industries were owned to a 
large extent by local governments, such 
as the gas and electricity industries in 
England, special compensation arrange- 
ments had to be made. There being no 
stockholders who collect profits, no 
indemnification could be paid in respect 
of any profits. 

In general, the compensation paid to 
the local authorities was (1) a reim- 
bursement for the local authorities’ out- 
standing loan commitments and (2) 
further compensation for the increased 
expenses in other local authority func- 
tions because of the severance of the 
nationalized function. 

Thus, the first portion of the amount 
of compensation was calculated to elim- 
inate all of the current or future debts 
of the local government in respect of the 
nationalized industry and the latter por- 
tion included overhead charges, central 
establishment charges, and the costs of 
the accounting, legal and engineering 
departments, etc., so far as these had 
previously benefited through subven- 
tions from the local authorities’ nation- 
alized undertakings. 


5. Other Methods of Compensation 


Numerous other methods of compen- 
sating for the nationalization of indus- 
tries have been advocated and many of 
them have been used in special cases. 
Thus, in France, the power and coal 
companies whose stock was not quoted 
on the stock markets were compensated 
for on the liquidation value of the enter- 
prises. Certain unincorporated ancillary 
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gas undertakings in Britain were com- 
pensated for by an amount equal to 
what the enterprise would have sold for 
on the open market if sold by a willing 
seller to a willing buyer. In France, 
some of the industries were allowed, in 
addition to the basic compensation 
amount, a percentage of all future gross 
total revenues. 

When the railways were nationalized 
in Japan in 1905, the compensation was 
based on the product of the average rate 
of net profit to the companies for the 
few years immediately preceding nation- 
alization multiplied by the construction 
cost up to the day of purchase, further 
multiplied by twenty. The price thus 
established was about double the origi- 
nal cost of the private railroads and 
more than twice the capital paid in to 
the private railroad companies. 


Goodwill 

In the case of those nationalized in- 
dustries which were compensated for on 
a physical asset basis the problem of 
paying some indemnity for the value of 
the business in excess of the amount 
paid for the physical assets required 
serious consideration. 

Under the provisions of the act na- 
tionalizing the British transport indus- 
try, whereby many of the vehicles were 
compensated for on a physical asset 
basis, an additional sum was allowed 
for compensation equal to not less than 
twice and not more than five times the 
average net annual profit of the firm 
before nationalization. This amount, 
known as the cessation payment, bears 
all the indicia of a computation of good- 
will although the word is not used. 

The provisions relating to the acqui- 
sition of land by the Minister of Civil 
Aviation under the act nationalizing the 
British air transport services permit 
him to pay, in addition to the basic com- 
pensation, an amount towards the loss 
which the person being removed from 
the land will sustain by reason of the 
disturbance to his business consequent 
to the forced removal. 
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Increased Costs Because 
of Severance 


One of the important problems that 
has arisen in calculating fair compensa- 
tion for nationalized industries is what 
indemnity should be paid for the in- 
creased overhead costs that a partially 
nationalized firm sustains because of 
the acquisition by the government of 
only a portion of its functions. In many 
cases the existing overhead will not be 
reduced by the elimination of a part of 
the firm’s functions through nationali- 
zation, and this overhead must now be 
allocated to the remaining activities of 
the firm. 

To allow for this inequity, the act 
nationalizing the coal industry in 
Iengland specifically grants an amount 
in respect of those increased costs cal- 
culated on the basis of the loss likely to 
be so sustained during the five-year pe- 
riod immediately following nationaliza- 
tion. In the case of the nationalization 
of the gas and electricity industries in 
England, an amount calculated on the 
basis of previous sales volume multi- 
plied by a specified sum per sales unit 
was allowed as compensation for those 
increased overhead costs. 


Time Gap Between Nationalization 
and Payment 


Even when the methods and amounts 
of compensation have been clearly de- 
fined in the nationalization acts, experi- 
ence has shown, that it may take many 
years to ascertain which assets have 
been nationalized and how much com- 
pensation is due to any one owner. The 
time gap, therefore, between the date of 
the transfer of assets and the final pay- 
ment by the government leaves the for- 
mer owner without his customary 
source of income and without any funds 
with which he could replace that in- 
come. 

The most common method of treating 
this problem has been to allow interest 
on the final amount of compensation 
from the vesting day to the day of pay- 
ment. This was the method employed 
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in England for the nationalization of the 
cable and wireless, transport, electricity 
and gas industries. In the case of the 
British coal industry, however, in ad- 
dition to these interest payments, an 
amount was allowed, for the interim 
period before receipt of compensation in 
full, equal to a percentage of the profits 
of the nationalized firm prior to nation- 
alization subject to a minimum of four 
pence per ton of output. 


Concept of Profits and Losses of 
Nationalized Industries 


Under normal conditions, a business 
functioning as a capitalistic economic 
enterprise will usually strive to make a 
maximum profit for distribution to its 
owners. A nationalized industry, how- 
ever, has no owners except the govern- 
ment or, in a sense, all of the people. 
In addition, a nationalized industry will 
under most conditions have a complete 
monopoly in its field because of its 
being controlled as a whole by the gov- 
ernment. Should such an industry make 
any profit at all? Should the govern- 
ment make a profit at the expense of the 
consumer and thus be able to reduce 
taxes or should the nationalized indus- 
try be run ata loss and be subsidized by 
the government from other sources of 
income? Should a nationalized indus- 
try’s accounts be kept separately from 
all other accounts to show the results 
of its activities or should the financial 
operations of such an industry be hid- 
den by the inclusion of the accounts in 
the government’s overall budget ? 

In the case of the British industries 
each nationalized industry is required 
to pay its way over a period of years. 
This means, broadly speaking, that the 
industries must operate as a business 
on business lines, and that their policy 
must be directed to securing that the 
revenues shall not be less than sufficient 
to meet all of their outgoings on an 
average of good and bad years. The 
government, in most cases, provided 
the funds for compensating the former 
owners as well as for most of the capital 
expenditures. The industry must, how- 
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ever, over a period of years reimburse 
the government for the capital and pay 
the government interest. 

In some instances the government 
found that a nationalized industry could 
not, for varied reasons, immediately pay 
its own way, and it made special pro- 
visions in those cases. In reference to 
the nationalization of the British air- 
ways, for instance, the government 
stated its wish that the “air service 
should be made self-supporting as soon 
as possible”, but realized at the same 
time that “if air transport is to fulfill 
its function of providing services in the 
public interest, some measure of State 
aid may be necessary to support essen- 
tial but unremunerative services.” 

\nother possibility of a government’s 
approach to the profits and losses of a 
nationalized industry is borne out by 
the decision in the case of the debt- 
ridden nationalized French railways, 
whereby the government assumed many 
of the legitimate overhead costs of the 
railways. This was only a bookkeeping 
device but aimed to improve the pres- 
tige of the railways by reducing the 
deficit. 


Accounts To Be Kept 


At the outset it should be appreciated 
that the nationalized industries do not 
submit their accounts in the form tra- 
ditionally associated with government 
administration. 

They are generally considered to be 
business enterprises, publicly owned, 
and their income and expenditure do 
not form part of the national budget 
and are not subject to Exchequer or 
Treasury administration. 

In Great Britain, the nationalized 
industries are required by the Acts 
of Parliament, under which they are 
constituted, to keep separate accounts 
and to publish annual statements pre- 
pared in accordance with the best com- 
mercial practice. 


Repository of Control 


In a capitalistic enterprise, where 
the control rests in the hands of the 
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owners, the power of decision as to the 
accounting records to be kept is usually 
given over to one person or department 
subject to the supervision of the own- 
ers of the firm, either directly or 
through their representatives. In a 
nationalized industry, however, the ulti- 
mate control lies in the government in 
power. The question that arises is 
how much control over the accounts 
of the nationalized industry should be 
retained directly by the legislature and 
how much should it delegate to others 
and to whom. 


In Great Britain, Parliament has 
been very lenient in the amount of 
control it retained for itself in the ad- 
ministration of the nationalized indus- 
tries. The board or commission directly 
responsible for the industry was given 
general managerial powers and _ will, 
therefore, make many of the decisions 
concerning the accounts with the ad- 
vice of its accounting staff. The Min- 
ister, who is directly responsible to 
Parliament for the industries falling 
under his jurisdiction, has, however, 
under the powers delegated to him by 
Parliament, the right to direct what 
accounts are to be kept. In answer to 
the question of what form of accounts 
will the Minister direct, we have only 
the assurance of the government’s 
spokesmen that the Minister will not 
direct that the accounts should be kept 
in other than a proper form. 

In practice, this system of giving 
the boards and the Ministers elbow 
room to keep the accounts according 
to the best commercial practices and 
to make changes as that practice alters, 
seems to have worked well and, in 
general, has increased the extent and 
the detail provided in the accounts of 
the nationalized industries beyond what 
might have been required by legislation. 

In France, however, (at least until 
late in 1948) no apparent independent 
audit was required of the nationalized 
industries and the industries seemed 
to be either running at a deficit or 
their accounts were being “arranged” 
to show a fictitious equilibrium. 
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Difficulty at Transition 


It is quite obvious that when numer- 
ous individual enterprises, each keep- 
ing its own set of books and using its 
individualistic accounting methods, are, 
as of a particular date, gathered into 
a large company under one accounting 
system, an enormous accounting prob- 
lem is created. 

One of the primary problems is to 
insure that at vesting day there should 
be no interruption of those financial 
and accounting operations essential to 
the day-to-day functioning of the in- 
dustry. A proper system of accounting 
must be organized. There is usually no 
hope of immediately installing a stand- 
ard system of accounting throughout 
the industry because practices vary so 
widely from firm to firm. Existing 
systems must be maintained but they 
have to be reviewed and modified so 
as to contain proper checks and safe- 
guards, and to produce comparable in- 
formation from all parts of the industry. 

Where the administrative body for 
a nationalized industry was established 
well before the actual nationalization 
day, such as was the case in the na- 
tionalization of the British coal indus- 
try, this body had a chance, prior to 
nationalization, to gain all the necessary 
information as to accounting offices, 
staff, cash and banking arrangements, 
accounts and cost systems and audits 
by sending questionnaires to those 
firms which were going to be national- 
ized. On the basis of this information 
they were able to issue, before nation- 
alization, detailed instructions to all the 
accounting offices with respect to ac- 
counting arrangements and controls. 

Some of the other problems created 
by nationalization which had to be de- 
cided at transition included the ques- 
tion of subsidiaries which were acquired 
by the government through the trans- 
fer of the investments of a nationalized 
firm in such a subsidiary if the sub- 
sidiary’s business was not nationalized. 
This problem became especially irk- 
some if these investments were pledged 
for secured loans. The question of 
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“internal investments”, investments be- 
tween different companies within the 
same nationalized industry, also had to 
be solved. 


Compilation of Data 


We have already seen, in our discus- 
sion of the difficulties at transition in 
setting up the accounts, the problem 
created with respect to the compilation 
of the accounting data of a nationalized 
industry into one set of accounts. It 
quickly becomes apparent that some 
sort of uniformity must be established 
in the books of the many individual 
enterprises nationalized into one large 
company, so that statements of any 
significance can be drawn from them. 

In most instances the boards or com- 
missions responsible for the national- 
ized industries organized the accounts 
on the basis of past practice and re- 
quired only so much uniformity in the 
accounts as was absolutely necessary 
at the outset to make it possible to 
draw intelligible statements from them 
at the end of the accounting period. 

After nationalization, through grad- 
ual changes and training in new meth- 
ods, more uniformity was attained in 
the accounts, unsound practices were 
eliminated and improvements were 
made in unsatisfactory systems. Several 
of the nationalized industries, such as 
the British coal industry, decided that 
their accounting arrangements should 
be decentralized to a large extent. De- 
tailed payroll, inventory, and other 
similar records would be kept locally 
in units comprised of former individ- 
ual firms, while main accounts would 
be brought together as soon as possible 
at area offices. After these divisional 
headquarters had compiled the ac- 
counts showing aggregate figures for 
the whole of their areas, the national 
headquarters would only be concerned 
with compiling accounts showing re- 
sults of the industry as a whole, to- 
gether with the accounts at the national 
headquarters itself. 

The British Coal Board, in order to 
provide guidance on accounting metli- 
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ods in all divisions and areas and to 
insure that experience gained at one 
point of the organization be applied for 
the benefit of the whole industry, found 
it necessary to appoint an “Organizing 
Accountant” at the national headquar- 
ters. The Board. also organized regu- 
lar conferences between the chief and 
deputy chief accountants on the na- 
tional and divisional levels. 

Discussions at these conferences cov- 
ered a wide range of subjects, includ- 
ing, for example, the preparation of 
standard forms of estimates of both cap- 
ital and revenue expenditures, stand- 
ard allocation for capital and revenue 
expenditures, taxation problems, and 
the financial administration of super- 
annuation schemes. 


Nationalized Assets v. 

Non-Nationalized Assets 

Many complications arose over the 
question of which assets were to be 
nationalized and which were not. This 
problem was particularly acute where 
there were firms within a nationalized 
industry only some of whose functions 
were to be nationalized and whose as- 
sets were used both for the activity 
being nationalized and for those ac- 
tivities which were not. This was also 
a problem in those industries, such as 
the British coal and electricity indus- 
tries, where some of the assets would 
or would not be nationalized at the op- 
tion of either the former owners, the 
government, or both. This situation 
usually called for an agreement between 
the government and the former owners 
as to the use of and compensation for 
the use of these assets pending a final 
decision which, in many cases, was sev- 
eral years in coming. 


Valuation of Assets; Depreciation 
When a going business concern 
changes ownership one of the impor- 
tant considerations is at what value 
should the acquired assets be recorded 
on the books of the purchasing firm. 
This is particularly true where the 
compensation is settled by reference to 
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net maintainable revenue or to the mar- 
ket values of stocks and shares. The 
solution to this problem will affect not 
only the amounts entered in the asset 
or capital accounts but also the amounts 
which will be shown in the annual 
statements as available net revenue, 
because the annual provisions for de- 
preciation are determined by the 
amounts shown originally as the value 
of the assets. 

After considering four possible bases 
of recording the fixed assets on its 
books, the British Electricity Authority 
decided that net book values provided 
the only practicable basis and they 
adopted this method combined with 
the elimination of discarded and intan- 
gible assets. The resultant difference 
between the aggregate amount of the 
capital obligations of the government 
for this industry and the aggregate 
amounts of the adjusted book values 
of the vested assets less liabilities is 
described in the balance sheet as the 
balance of consideration of the under- 
takings transferred to the government. 
This amount will in due course be 
eliminated by annual provision. 

In respect of its policy as to the 
amount which is to be charged against 
revenue for depreciation purposes, the 
Electricity Authority stated that it had 
regard to the practices of the trans- 
ferred undertakings and to the best cur- 
rent commercial practices. The Au- 
thority decided to use the “straight 
line” method of depreciation for all 
capital expenditures after vesting day, 
and that the provision for depreciation 
for vested assets should be calculated 
on the basis of the values of the assets 
as shown in the balance sheets of the 
transferred undertakings, after deduct- 
ing the total provision already made for 
depreciation by the former undertakers. 


Efficiency 


With nationalization a change of em- 
phasis in the financial outlook of the 
industry becomes quickly apparent. 
Under normal conditions a company 
will, to a large extent, measure its effi- 
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ciency by its profit, but under national- 
ization this is not always true. 

When an industry nationalized, 
emphasis is transferred from the mak- 
ing of profits as such to the control of 
costs. This brings about many prob- 
lems, not least of which is how to en- 
sure effective financial control without 
impairing local initiative and sense of 
responsibility. 

Because of their monopolistic nature 
and their responsibility as public en- 
terprises it becomes extremely difficult 
to measure the efficiency of nationalized 
industries. This condition has brought 
about the development of accounting 
and costing techniques for the meas- 
urement of efficiency which would not 
normally be available to industries op- 
erated under private ownership. This 
situation has also made for many im- 
provements in the forecasting of rev- 
enues and expenditures and in budget- 
ing in general. 

One writer suggests that the prime 
measure of efficiency for nationalized 
industries should be “breaking even, 
or slightly better than even, at the 
greatest possible aggregate of pro- 
duction.” 

More widely suggested as a test of 
the efficiency of nationalized under- 
takings has been, however, the “‘effi- 
ciency audit.” Such an audit would 
serve substitute for the checks 
formerly provided when the industries 
were in private hands, to meet the re- 
quirements of consumer demand and 
the profit motive, neither of which is 
controlling in a nationalized monopoly. 
Such efficiency audits, to be effective, 
would have to be in the charge of quali- 
fied accountants in close collaboration 
with experts in other fields. 

In commenting on the near chaotic 
state of affairs in the French national- 
ized industries, where there is appar- 
ently no independent audit required of 
the nationalized industries, the Journal 
Accountancy stated editorially : 
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demonstrate that socialized industry could 
operate successfully only when an account- 
ing profession, whose capacity for inde- 
pendent judgment had been cultivated under 
a free-enterprise system, was available to 
check and curb the gov ernmental managers 
of the instruments of production.” * 


Auditing and The Public 
Accountant 


Nationalization will, undoubtedly, 
bring about major changes in the num- 
ber and type of audits available for 
public accountants. One of the impor- 
tant questions which must be answered 
is whether the nationalized industries 
will be audited by independent public 
accounting firms or whether a govern- 
mental audit agency will assume this 
function. In practice independent firms 
of professional accountants have been 
appointed almost universally to audit 
the accounts of nationalized industries. 
The nationalization of industry, how- 
ever, in effect centralizes its control 
under one management and thus con- 
centrates the audit work of an entire 
industry in the hands of one account- 
ing firm. 

In the short run, it seems clear that 
nationalization must take away much 
auditing work previously carried out 
by professional accountants in public 


practice when particular industries 
were administered in relatively small 
units. It also becomes apparent, how- 


ever, that there will be a large increase 
in the amount of work available on 
internal audits. 

Experience so far gained of bureau- 
cratic administration would seem rath- 
er to suggest that the force of account- 
ants ministering to a nationalized in- 
dustry will be larger than that employed 
by that industry when it was conducted 
by separate units under the aegis of 
free enterprise. This would tend to in- 
dicate a trend toward an increase in the 
amount of detailed audit work to be 
carried out by internal audit staffs and 
leave the professional public account- 
ant with the lesser job, as far as time 
and work is concerned, of verifying 
1948, p. 445. 
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the detailed work of the internal 
auditors. 
Taxation 


Nationalization creates an important 
question as to taxation. Should na- 
tionalized industries be subject to tax- 
ation and, if so, on what basis ? 

That the nationalized industries are, 
as a rule, being taxed there is no doubt. 
This is borne out by provisions in the 
nationalization acts in Great Britain 
as well as those in France and else- 
where. 

As to the basis on which nationalized 
industries are to be taxed, the interest 
which they must pay on their borrowed 
capital which, under normal conditions 
would be paid out in the form of divi- 
dends, creates the most difficult prob- 
lem. In England special provisions 
were contained in the taxation laws 
whereby the nationalized industries 
were treated as though their capital 
still consisted of stocks and debentures 
and other borrowed capital in propor- 
tions similar to those existing before 
the vesting dates. They may charge 
against profits only the proportion of 
their interest payments deemed appro- 
priate, having regard to the extent in 
which the previous capital of the in- 
dustries consisted of borrowed capital, 
the interest on which would have been 
similarly chargeable. 


Capitalization 


The determination of the capitaliza- 
tion of nationalized undertakings is 
somewhat complicated because these 
undertakings do not have shares of 
stock representing ownership or capi- 
tal accounts reflecting the investments 
of the proprietors. The government 
usually provides the capital for the in- 
dustry but, unlike shareholders in a 
corporation, has no proprietary rights. 
The industry’s interest obligations have 
to be met in good or bad years irre- 
spective of profits. This is in contrast 
to corporations, which are largely capi- 
talized by stock and only pay dividends 
where there is a surplus to distribute. 
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The initial capitalization of a na- 
tionalized industry is commonly deter- 
mined as the sum of the total compen- 
sation paid and _ outstanding loans 
assumed. 


Denationalization 


In April, 1951, the Conservative 
Party in Britain was voted back into 
power and, in conformity with their 
stated policy, they began legislative 
proceedings towards denationalization 
of the transport and iron and _ steel 
industries. At this writing, the neces- 
sary legislation for denationalization is 
well on its way to becoming law. 

Numerous accounting problems are 
created by this denationalization policy. 
Among them are the price the govern- 
ment can demand for the resale of the 
industries to private owners. This is 
seriously complicated, first, because the 
former goodwill, for which the govern- 
ment paid compensation, probably no 
longer exists ; second, because the orig- 
inal owners have probably reinvested 
the compensation they received when 
the industry was nationalized in some 
other business ; and third, the political 
consideration of the threat by the Labor 
Party to renationalize these industries 
when it returns to power and pay only 
as much as it had paid when the indus- 
tries were originally nationalized in 
1947 and 1949, 

The Conservative Party does not in- 
tend to denationalize any of the other 
industries and there is no indication 
that any other country which has na- 
tionalized some of its industries is con- 
sidering denationalization. 


Conclusion 

Nationalization, as a facet of social- 
ization, is as old as that theory of eco- 
nomics itself. Yet, our experience with 
nationalization of large industrial un- 
dertakings dates only since World 
War II. 

During the short period since the 
World War many countries all over 
the globe have utilized this method of 
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Conducted by BENJAMIN Harrow, C.P.A. 


Foreign Corporation—Liability for 
New York Franchise Tax 


A New Jersey corporation enters 
into a contract for the establishment of 
a sales agency in New York. To what 
extent, if any, does it subject itself to 
a liability for franchise tax ? 

Liability for franchise tax in the case 
of a foreign corporation is predicated 
upon doing business in New York. 
However, if such business is wholly 
concerned with interstate commerce it 
will not be subject to tax in New York. 
A foreign corporation thus may solicit 
orders in New York through traveling 
salesmen or through a local sales office 
without being subject to the franchise 
tax. The selling activity must however 
be its only activity. The orders should 
be forwarded to the home office out- 
side the state for acceptance and the 
merchandise should be shipped from 
the factory outside the state direct to 
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the purchasers. (Reg., Art. 141, Ex- 
ample 1.) 

If the corporation maintains a stock 
of merchandise in New York and fills 
the orders from such stock, it is not 
engaged exclusively in interstate com- 
merce and becomes subject to the tax 
on its intrastate activities, determined 
on an allocated basis. 

Whether the corporation is liable for 
the tax if it maintains an office in New 
York for the purchase of merchandise 
is not settled. The Regulations imply 
that such an activity subjects the cor- 
poration to the tax. In our opinion, 
purchasing activities may be just as 
much a part of interstate commerce as 
selling activities, and if that is the only 
activity in New York the foreign cor- 
poration is not subject to tax. Since 
the Tax Commission takes a contrary 
position, the issue will be determined 
finally through litigation. 

A foreign corporation may store mer- 
chandise in New York with an inde- 
pendent factor. If the factor sells the 
merchandise at his own discretion, the 
corporation is not held to be doing 
business in New York. If the corpora- 
tion itself sells the merchandise and 
makes deliveries from such stock it be- 
comes subject to tax. 


Form 245 C. T. 


Even though a foreign corporation 
is not taxable in New York, it must 
nevertheless file an annual report 
(Form 245 C. T.) if it has an officer, 
agent, or representative in New York. 
Failure to file such report subjects the 
corporation to a possible statutory pen- 
alty not exceeding $5,000. 

The report calls for a description of 
the corporate activities outside of New 
York as well as within New York. It 
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requests information on whether the 
corporation owns any assets in New 
York. In a separate question it seeks 
information on whether the corpora- 
tion owns any real estate in New York. 
Such ownership is deemed to be doing 
business in New York, according to 
Section 209.2 of the law. The answers 
to these questions enable the Tax Com- 
mission to determine whether the for- 
eign corporation should be considered 
liable for tax. The report is due by 
May 15th for calendar-year corpora- 
tions. If the corporation reports on a 
fiscal year basis the report is due within 
three and one-half months after the 
close of the fiscal year. 


Personal v. Business Expense— 
Apportionment 


Under the Internal Revenue Code 
(Reg. 111, Sec. 29.24-1) as well as the 
state law, a professional man who uses 
part of his home for his office may de- 
duct expenses attributable to such of- 
fice. Using a residence only occasion- 
ally to receive clients does not entitle 
the professional man to any deduction. 

In a recent case! an architect main- 
tained an office in his home. He de- 
ducted part of the expense of the main- 
tenance of his home as a business ex- 
pense, based upon an estimate. The 
entire deduction was disallowed by the 
Commissioner for lack of substantia- 
tion. The Tax Court allowed $400 per 
year, of the $600 claimed by the tax- 
payer. It based its own estimate on 
the rationale of Cohan v. Commissioner 
(39 F. 2nd, 540). Accurate records 
should be kept by a taxpayer to sub- 
stantiate claims for deductions. 


Unincorporated Business Tax— 
Exemption of Real Estate 
Business 
The business of holding, leasing, or 

managing of real property by an owner, 

lessee, or fiduciary is exempt from the 

Unincorporated Business Tax. This 

exemption is strictly construed, so that 
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a landlord who leases furnished apart- 
ments becomes subject to the tax on the 
entire rental income. Question 23 b.b. 
has been added to Art. 4 of the Regula- 
tions as of August 19, 1953, and the 
answer so provides. The answer points 
out that the exemption is restricted to 
the holding, leasing and managing of 
real property. It does not extend to 
the leasing of personal as well as real 
property. Prentice-Hall in Report Bul- 
letin 5 of the New York Tax Service 
implies that a taxpayer cannot segre- 
gate exempt “bare walls” rental from 
taxable charges for furnishings. Pren- 
tice-Hall says that the meaning of “fur- 
nished” will need clarification. In its 
opinion a tax will not be incurred be- 
cause the landlord furnishes “an ice 
box or other fixtures nor an occasional 
mirror, lamp, etc.” 


Real Estate Corporations 


Favored classification under Sec. 182 
of Art. 9 presumes that the corporation 
is wholly engaged in the purchase and 
sale of and holding title to real estate 
for itself. Renting furnished apart- 
ments would make the corporation 
liable for tax as a business corporation. 
A revision of Art. 160 of the Regula- 
tions under Art. 9A (dated August 18, 
1953), states, in Example 3, that a 
corporation subject to tax under Sec- 
tion 182 that owns and operates an 
apartment house and rents a furnished 
unit in such apartment house on a cer- 
tain date ceases to be taxed under Sec- 
tion 182 and becomes subject to tax 
under Article 9A on that date. 

In its Report Bulletin 5, Prentice- 
Hall suggests that a corporation that 
finds itself in such a situation should 
charge only for the premises and pro- 
vide the furnishings without charge, or 
fix separate charges for the rental of 
the apartment and the use of furnish- 
ings or sell the furniture with an option 
to repurchase. It is quite likely that 
such a procedure would still be con- 
strued as renting a furnished apart- 
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ment. Prentice-Hall therefore makes 
the further suggestion that a separate 
corporation be set up to provide the 
furnishings. The tax would then be 
limited to the income from the furnish- 
ings. The rental income would then 
continue to be taxed under Section 182. 


Holding Company—Real Estate or 
Business Corporation 


\ corporation owns all the stock of 
a real estate corporation. Is the parent 
company taxable as a business corpora- 
tion under Article 9A or a real estate 
corporation under Section 182 of Ar- 
ticle 97 Under the facts the parent com- 
pany does not qualify as a real estate 
company and therefore would be taxed 
as a business corporation. A real estate 
corporation must be wholly engaged in 
the real estate activities permitted un- 
der the law to qualify for tax under 
Section 182. An exception to the rule 
is contained in Section 182.1 which 
permits a corporation which itself quali- 
fies as a real estate corporation to hold 
in addition all the capital stock of a real 
estate corporation. If a corporation 
held a leasehold of twenty years or 
more on real estate, and under the 
terms of the lease paid the real estate 
taxes as part of the consideration for 
the leasehold it would qualify as a real 
estate corporation. It could in that case 
own all the stock of a real estate corpo- 
ration and still be taxed as a real estate 
corporation. 


New York City Sales Tax— 
Procedure to Review a 
Determination 
Ina recent case’ the taxpaver brought 

an action for a declaratory judgment 

that an assessment issued by the Comp- 
troller for. sales taxes was unconstitu- 
tional or, in the alternative, that a sub- 
stantial portion of the taxes assessed 

was invalid. The Comptroller made a 

motion to dismiss the action on the 
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ground that the taxpayer should foi 
low the statutory remedy of a hearing 
before the Comptroller. Under the Ad- 
ministrative Code (Section N 41-10). 
that is the exclusive remedy for review 
of a determination by the Comptroller. 
After a determination following such a 
hearing a taxpayer may bring an action 
but he must pay the tax before he in- 
stitutes the action. 

The Court granted the motion but 
noted that actions for declaratory judg- 
ments have been permitted where the 
question is whether the taxing statute 
involved is unconstitutional or inappli- 
cable to the taxpayer by its terms. In 
such cases no factual disputes are in- 
volved. In the instant case a trial would 
involve factual issues relating to nu- 
merous transactions and such matters 
could best be handled through adminis- 
trative procedure. 

The taxpayer claimed that hearings 
before the Comptroller would entail 
years of delay because the Comptroller 
lacked an adequate staff. That said 
the Court did not justify disregarding 
the express language of the legislature 
for the exclusive remedy provided in 
the law. There are remedies in the law 
for compelling the Comptroller to give 
the taxpayer a hearing within a rea- 
sonable time. 


New York City Sales Tax— 
Exemption of Charitable 
Corporations 
The Administrative Code (Section 

41-2.0) as amended by the laws of 

1952 exempts from the sales tax “any 

corporation . . . organized and operated 

exclusively for religious, charitable or 
educational purposes In a re- 
cent case? the Court interpreted this 
section strictly and disallowed the ex- 
emption. 

The certificate of incorporation of 
the lodge stated that some of its pur- 
poses were social and fraternal. Fur- 
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thermore it was not operated exclu- 
sively for religious, charitable or edu- 
cational purposes since it maintained 
for its members meeting rooms, a din- 
ing room, a bar, etc. Its gross income 
for the year was about $78,000, of 
which $56,000 was derived from the 
bar and restaurant, banquets, dances 
and boat rides, The activities seemed 
to be chiefly for the benefit of the lodge 
members. The charitable purposes were 
apparently minor rather than exclusive. 


New York City Gross Receipts Tax 


Persons engaged in general business 
activities pay a tax of 1/5 of 1% on 
gross receipts. Those engaged in a 
financial business pay a tax of 4/5 of 
1% on gross income. Where a corpo- 
ration engaged in business activities 
owned stock in another corporation and 
received dividends or interest, the 
Comptroller considered the parent com- 
pany a holding company and taxed the 
dividends or interest separately from 
the gross receipts. In a previous issue* 
we commented on the Comptroller’s 
strained definition of holding company. 
Apparently the Comptroller has recon- 
sidered his former treatment of subject- 
ing all dividends or interest received by 
a business corporation to the financial 
business tax and has amended Article 
248-1 of the Regulations.5 

On and after July 1, 1953, a general 
business corporation will include divi- 
dends and interest from controlled cor- 
porations in gross receipts if the divi- 
dends and interest constitute not more 
than 50% of its gross income from all 
sources. Where the dividends and in- 
terest constitute more than 50% of all 
gross receipts, the dividends and in- 
terest will be segregated from the other 
receipts and reported as gross income 
taxable at the financial business rate. 
Such a taxpayer files a return on a com 
bination basis using the “B” form for 
reporting gross receipts from general 
business activities and paying the tax 
+ October, 1953. 

5 August 25, 1953. 
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at the rate of 1/5 of 1% on gross re- 
ceipts. Dividends and interest are re- 
ported on the “F” form and subject to 
a tax of 4/5 of 1% on gross income. 
Interest on obligations of the United 
States and the State of New York or 
its political subdivisions is not subject 
to tax, but interest on obligations of 
states other than New York is taxab'e. 


A Note on Spencer Bates 


The announcement that Commission- 
er Bates, President of the State Tax 
Commission, was retiring is not just 
a casual news item. Here is a man who 
gave 33 years of conscientious service 
to the State. More than any other man 
in the department, he is responsible for 
the best things that have been done to 
make the State Tax Commission the 
outstanding administrative tax agency 
that it is in the country. No man 
worked so unremittingly, for the tax- 
payer as well as the state, to make the 
tax laws function equitably. His ca- 
pacity for work was prodigious and 
contagious, and he inspired his cowork- 
ers to give of their best just as he did. 
3ut he was not a rigorous taskmaster, 
with the result that he has the devo- 
tion and affection of all the men who 
were close to him. They speak of him 
admiringly and affectionately. Many 
of us will never forget the spontaneous 
ovation given to him by taxpayers and 
coworkers on the occasion of the din- 
ner in his honor at the Commodore 
Hotel in 1945, when he became Presi- 
dent of the State Tax Commission. The 
ballroom could not accommodate all 
who wanted to attend. He was no mere 
politician being given a high office, but 
a man risen from the ranks being re- 
warded for years of exceptionally meri- 
torious service. He truly earned that 
reward. 

It was my pleasure to have known 
Spencer for almost the entire span of 
his service with the State. After the 
first few meetings I consulted him regu- 
larly whenever | had a problem that 
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troubled a taxpayer. The friendship 
that developed over the years I shall 
always cherish. It was Spencer who 
gave me the opportunity to work with 
him on the Tax Advisory Group to 
which Governor Dewey had appointed 
me in 1944. During his term as Presi- 
dent each year he sought the advice and 
assistance of our Society through the 
State Taxation Committee on pro- 
posed changes in the law. We always 
asked him to attend our state tax meet- 
ings and he rarely failed to come. He 
often talked to us and always with a 
frankness and honesty that made us feel 


closer to him and to the State Tax 
Commission. Some measure of my feel- 
ing for Spencer may be noted in the 
fact that my book on New York Fran- 
chise and Income Tax is dedicated to 
Spencer Bates. 

It will take a long time to realize 
that Spencer Bates is no longer an ac- 
tive member of the State Tax Commis- 
sion. His influence and accomplish- 
ments will never be forgotten. Perhaps 
he will find the time now to make a 
contribution to tax administration by 
writing a book on his rich experience 
as a tax administrator. 


AN ADIRONDACK VIEW 


Duplicate is quite a game; takes a lot of brains; has complicated mathematical 


formulas; involves human nature and its reactions. 


It is auction bridge, rubber bridge, 


party bridge, and contract bridge all rolled together into THE bridge game of great 


science. 
pharmacists, lawyers—clerks—CPAs. 


People in all walks of life play it—bakers, hairdressers, salesmen, teachers, 


If you win you get master points, or fraction thereof, and thus get to be some 


kind of a bridge master. 


In order to win there are just four things needed, and four only, namely: 


1. Know your stuff and be on the ball. 
Have a partner who knows his stuff and is on the ball. 


? 
3. Have plenty of good luck. 
4. Have very little bad luck. 
Yes, sir, 


the requirements for success are just the same as they are for a CPA 


opening an office, doing a audit, raising a family or anything else you want to name. 
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Accounting at the S. E. C. 











Conducted by Louis H. Rappaport, C.P.A 


ost of our readers know that the 

Securities Act of 1933 is a dis- 
closure statute. The Securities and Ex- 
change Commission does not approve 
or disapprove any securities registered 
with it; the Commission’s sole concern 
is in seeing that all the facts are dis- 
closed so that a prospective investor 
will have all the information he needs 
for an investment decision. 

Early in the history of the SEC the 
Commission was faced with the neces- 
sity of determining what its policy 
should be with respect to financial state- 
ments which were not prepared in ac- 
cordance with generally accepted ac- 
counting principles. Some held that the 
Commission’s policy in this area should 
be the same as in others, namely, that 
the Commission should rely on disclo- 
sure; others, however, felt that the 
Commission should insist that state- 
ments filed with it reflect the application 
of sound accounting principles. In 
1938, the Commission issued its now 
famous Accounting Series Release No. 
4 which set forth the Commission’s 
administrative policy with respect to 
financial statements. The Commission 
said : 

In cases where financial statements filed 
with this Commission pursuant to its rules 
and regulations under the Securities Act of 
1933 or the Securities Exchange Act of 
1934 are prepared in accordance with ac- 
counting principles for which there is no 
substantial authoritative support, such 
financial statements will be presumed to be 
misleading or inaccurate despite disclosures 
contained in the certificate of the accountant 
or in footnotes to the statements provided 





Louis H. Rappaport, C.P.A., has 
been a member of the Society since 
1933. He is a partner in the firm of 
Lybrand, Ross Bros. & Montgomery, 


C.P.A’s. 
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the matters involved are mater ial. In cases 
where there is a difference of opinion be- 
tween the Commission and the registrant 
as to the proper principles of accounting to 
be followed, disclosure will be accepted in 
lieu of correction of the financial statements 
themselves only if the points involved are 
such that there is substantial authoritative 
support for the practices followed by the 
registrant and the position of the Commis- 
sion has not previously been expressed in 
rules, regulations or other official releases 
of the Commission, including the published 
opinions of its chief accountant. 


To observe the application of this 
policy in practice has been both inter- 
esting and informative. We know of 
several instances where financial state- 
ments were filed by corporations ac- 
companied by accountants’ certificates 
in which the accountants took exception 
to the accounting principles followed in 
the preparation of the financial state- 
ments. In such cases the SEC usually 
requests that the financial statements be 
amended to conform with generally ac- 
cepted accounting principles. When 
this has been accomplished, the result 
ordinarily is that the accountant gives 
an unqualified certificate regarding the 
amended financial statements. 

Rarely has the effect of the insistence 
by the SEC on generally accepted ac- 
counting principles been so startling as 
in the recent case of a corporation 
whose securities are listed on the New 
York Stock Exchange. The incident 
caused considerable comment in the 
financial sections of some newspapers. 


The 1950 Financial Statements 


The company filed its annual report 
(Form 10-K) for 1950 containing 
financial statements and an accountant’s 
certificate. The certificate stated in part 
as follows: 

As stated in Note 1 to the balance sheets, 


certain receivables owing by debtors having 
net current asset positions which do not 
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justify treating such receivables as current 
assets, are classified as current receivables 
on the basis of the company’s opinion that 
they will be realized within one year. While 
we have no information that would lead us 
to question such opinion, we are not in a 
position to confirm it. In the opinion of the 
company, the reserves for both 
current and deferred receivables are ade- 
quate. However, it is our opinion that gen- 
erally accepted accounting practice requires 
larger reserves. 


losses on 


In our opinion, except for the matters 
mentioned in the preceding paragraph, the 
accompanying, etc... .”. 


From the foregoing, it appears that 
the accountants took exception to two 
matters: (1) the classification of certain 
receivables in the current section of the 
halance sheet; and (2) the amount of 
the reserve for losses on receivables. 
The second point affects the income 
statement for 1950; the first point does 
not. 

\WVith respect to the first matter, a 
note to the balance sheet stated that 
$997 230 of receivables included in the 
current section of the balance sheet was 
owing by debtors “having net current 
asset positions which do not justify 
treating such amounts as current as- 
sets.” The note continued, “However, 
they are classified as current on the 
basis of the company’s opinion that they 
will be realized within one year.” 


The 1951 Financial Statements 

For 1951, the company filed its an- 
nual report including financial state- 
ments. The accountant’s certificate was 
qualified (as in 1950) in respect of re- 
ceivables classified as current “on the 
basis of the company’s opinion that they 


will be realized within one year.” The 
accountants said they were “not in a 
position to confirm this opinion.’”’ More 


perhaps, was the account- 
garding the reserve for 
said: 


important, 
ant s opinion reg 
bad debts. They 


It is not possible to determine the ulti- 
mate bad debt losses at this time. Based on 
our review of the accounts, and on the 
additional bad debt provisions claimed and 
proposed to be claimed for Federal income 
tax purposes for the years 1950 and 1951 
stated in Note (3) to the consolidated bal- 
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ance sheet, it is our opinion that generall) 
accepted accounting practice requires sub 
stantially larger reserves than those pro 
vided for the receivables referred to in 
Note (1) and for the receivables classified 
on the balance sheet as noncurrent receiv- 
ables. If the bad debt provisions claimed 
for tax purposes were reflected in the ac- 
counts, they would affect surplus and 1951 
profits by the amounts set forth in Note (4) 
to the consolidated balance sheet. 
In our opinion, except for the matters 

mentioned in the preceding paragraph, the 
accompanying, etc... .”. 


The 1952 Financial Statements 


The company issued a report to 
stockholders (including financial state- 
ments) for 1952. The accountant’s cer- 
tificate covering these statements was 
qualified in three respects: 


1. The position of certain receiv- 
ables in the current section of the bal- 
ance sheet (as in 1950 and 1951) 

2. The amount of reserve for bad 
debts. The accountants said: 

“Tt is not possible to determine the 
ultimate bad debt losses at this time. Based 
on our review of the accounts, and on the 
additional bad debt provisions claimed and 
proposed to be claimed for Federal income 
tax purposes . . . it is our opinion that 
generally accepted accounting practice re- 
quires substantially larger reserves than 
those provided. .... If the bad debt provi- 
sions claimed for tax purposes were re- 
flected in the accounts, they would affect 
surplus and 1952 income by the amounts 
set forth in Note (3) to the consolidated 
balance sheet.” 


3. The treatment of initia! losses un- 
der a long-term contract. As to this 
the accountants said: 


“As stated in Note (5), a portion of a 
1952 loss, which resulted from excessive 
costs attributed to difficulties encountered 
in the first year of operations under a 
long-term printing contract, is regarded by 
management as constituting initial costs, 
the benefits from which will be enjoyed 
over the life of the contract and, therefore, 
has_ been deferred in the accounts to be 
amortized in the future. In our opinion, 
generally accepted accounting practice re- 
quires that such loss be charged to opera- 
tions for the year 1952.” 


3ecause of the possible material effect 
of the matters involved, the accountants 
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stated that they were not in a position 
to express an opinion as to the 1952 
results of operations. 


The Amended Financial 
Statements 


According to The Wall Street Jour- 
nal the SEC requested that revised 
statements be filed for the years 1950, 
1951 and 1952. The changes resulted 
in sharply reduced earnings for all three 
years, and transformed the 1950 and 
1952 figures into net losses. Following 
are the net income figures as originally 
stated and as revised: 

Original 

1950 Net profit of $1,002,896 
Net profit of $1,054,334 
Net profit of $ 928,531 


wal 


Ne 


19: 
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Revised 

1950 Net loss of $263,199 

1951 Net profit of $770,012 

1952 Net loss of $168,547 


Again according to The Journal a 
company statement said: 

“A substantial majority in dollar amount 
of these adjustments are due to (1) addi- 
tional provision for losses that may be 
sustained from magazines which are cur- 
rently being published and which the man- 
agement considers sound, and (2) disallow- 
ance of capitalization of extraordinary 
expense arising from unusual costs in the 
first year of operation under a long term 
printing contract. Based on their own ex- 
perience, the management, in principle, does 
not agree with these adjustments.” 
Amended 10-K’s giving effect to the 

foregoing changes were filed by the 
company with the SEC. Accompany- 
ing the amended statements for each 
year were accountant’s certificates. 
These were routine, short-form reports 
with no exceptions taken, but they con- 
tained a middle paragraph reading as 
follows: 


“Tt is not possible at this time to deter- 
mine the ultimate bad debt losses of the 
companies. We believe, however, that rea- 
sonably adequate bad debt provisions have 
been made for the receivables reflected in 
the accompanying balance sheet.” 


Accounting Aspects of Nationalization of Industry 


(Continued from page 715) 


acquiring and centralizing their nation’s 
industries. Each of these countries has 
used nationalization methods unique to 
itself and even within one country vari- 
ous methods have been used for differ- 
ent industries. 

Because of these variances in the na- 
tionalization schemes the accounting 
problems in each case were of a some- 
what different nature. This paper has 
pointed out the many accounting prob- 
lems which are created by nationaliza- 
tion, and it has hinted at some of the 
solutions and described some of the 
provisions of the existing laws as far 
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as they pertain to these questions. 

It is too early in the evolution of 
“modern” nationalization to effectively 
compare the results, accounting-wise, 
of the nationalized industries. There 
is no doubt, however, that after a num- 
ber of years an analysis of the results 
of nationalization as affected by and as 
it affects the accounting aspects in- 
volved will be in order. This paper 
might then help serve as the basis for 
such an analysis in that it provides a 
comprehensive listing and description 
of the accounting matters which affect 
nationalization. 
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Office and Staff Management 
A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. | 











Conducted by Max Brock, C.P.A. 


Inventory Taking and Pricing 

Manuals 

Inventory taking is the year-end 
bugaboo for management and account- 
ants, where the proportions, obviously, 
are substantial. For management it 
means a big, complex, unpleasant op- 
eration, requiring in some cases an ac- 
tual shutdown of plant and warehouse 
activities. For accountants it means 
the responsibility that the client’s pro- 
cedures for taking and valuing inven- 
tory are efficient, and correct and con- 
sistent in policy and principle. 

The technicalities of the inventory 
taking and valuing processes are not 
fully comprehended by many business 
principals and company employees. 
They need and should get the advice 
and guidance of their accountants. But 
how can all of the intricacies be con- 
veyed to the client’s organization? How 
can we be sure that the “cut-off” prob- 
lems will be properly handled, that cus- 
tomers’ property will be segregated, 
that sub-standard goods will be priced 
accordingly, and many other problems 
of procedure and policy observed? The 
only practical answer is a manual—a 
permanent, written record which should 
be the foundation for the client’s an- 





Max Brock, C.P.A. (N. Y., Pa.), 
is a former chairman of the Commit- 
tee on Administration of Account- 
ants’ Practice of the New York State 
Society of Certified Public Account- 
ants. He is a lecturer at The City 
College of New York in the graduate 
course on Accounting Practice. Mr. 
Block is a member of the firm of 
Anchin, Block & Anchin. 
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nual planning and carrying out of the 
inventory operation. 

Accountants can render a great serv- 
ice to clients by helping in the prepara- 
tion of such a manual. They will also 
help themselves immeasurably each 
year thereafter by reducing their own 
labors and concern. 

A manual of inventory procedures is 
published in pamphlet form and may be 
purchased by accountants. (It is pub- 
lished by the same company that sells 
the Accountant’s Office Manual referred 
to in the September, 1953, column.) It 
obviously requires some adaptation to 
individual situations and is not adequate 
in all respects. But it can be useful as a 
starting point in the preparation of a 
manual for a client. Moreover, valua- 
ble supplementary ideas will be found in 
the CPA Handbook, Chapter 14, page 
15. The latter material will round out 
most of any inventory manual. 

The same publishers issue a pricing 
manual for inventories valued at FIFO 
cost or market, whichever lower. It is 
a rather crude affair but will neverthe- 
less be of some value to accountants 
who seek practical aids. 


Simplifying Tax Return 

Preparation 

In last month’s column mention was 
made of the reduction in size of next 
year’s corporation income tax return to 
permit filing without folding. Other 
changes are being made that will also 
be helpful, to wit: 

Form 1040 will fold vertically—to 
permit typing in a narrow typewriter. 

To facilitate photocopy reproduc- 
tions, ink color changes will be made 
as follows: partnership returns to dark 
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Office and Staff Management 


blue, estimated tax declarations to dark 
brown, Form 1099 to black. Corpora- 
tion tax returns will use white paper 
instead of the familiar green. 


Bibliography of Accounting and 
Tax Articles 


Another research convenience has 
been added to accounting literature. 
It is a bibliography of accounting and 
tax articles which have appeared in 
about 75 magazines. The publisher’s 
plans call for expansion of source ma- 
terial to about 125 magazines, which, 
all will acknowledge, is quite some 
coverage. 

Name—C. E. Coe’s Bibliography of 
Accounting and Tax Articles; price— 
$10. Annual supplements will be pub- 
lished. 


Tax Department Tools 


The accountant’s tax department 
must have good tools to operate effi- 
ciently. Whether it is a year-round 
department or one that is improvised 
does not matter. Apart from tax serv- 
ices and pamphlets there are other 
gadgets that are most helpful, particu- 
larly in the crowded personal income 
tax period. 

A most valuable tool is the tax calcu- 
lator. It can save a great deal of time 
in calculating and checking tax compu- 
tations. Some accountants like to use 
a slide rule to check calculations. 

The tax form cabinet is another im- 
portant tool. If not efficient it can result 
in continuous loss of time in hunting 
for blanks, irritations, and embarrass- 
ments. It should be a.custom made job 
to accommodate the many returns of 
varying sizes and shapes that an ac- 
countant regularly uses. A good cabinet 
will prevent disorganization, sloppiness 


and the running out of forms. A car- 
penter can do the job. Compartments 
should be provided for each important 
form, of the right size and depth. As 
the supply of blanks will be open to 
view, it should be possible to deter- 
mine readily when they must be re- 
plenished. Nevertheless, a “refill” card 
may be useful to indicate when, in ad- 
vance, additional blanks should be 
obtained. 

The accountant’s tax department 
should be equipped with the following 
inexpensive booklets that furnish an- 
nual essential tax information on stocks 
and bonds. 

Calendar Year End Prices—New 
York and American Stock Ex- 
changes 

Annual Dividend Record (This rec- 
ord may include other annual data 
such as ex-dividend dates, rights, 
redemptions, capital changes and 
exchange offers, income bond in- 
terest payments, and payments on 
defaulted bonds. ) 

Tax Exempt Dividends 

Stock Values and Yields for State 
Tax Purposes 





There is also available in pamphlet 
form the “Federal and State Tax Status 
of Bonds”, which lists bonds that re- 
fund Federal and State income taxes. 

A more expensive, hut essential, 
tax service is the loose-leaf “Capital 
Changes Service” which details reor- 
ganizations and recapitalizations, split 
ups, stock dividends, etc., all of which 
help determine the adjusted cost basis 
of securities and the tax status of dis- 
tributions. 

The Lasser pamphlet, “Your Income 
Tax”, is suitable for staff-training pur- 
poses. 
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Payroll Tax Notes 








Conducted by SAMUEL S. REss 


New York State Unemployment 
Insurance—Handbook Revisions 
In the light of changes enacted dur- 

ing the 1953 regular session of the 

Legislature, revisions have been made 

in the “Handbook for Employers’ is- 

sued by the Division of Employment 

(formerly called Division of Placement 

and Unemployment Insurance). Mem- 

bers of the Society should write to 
the Public Relations Bureau—State of 

New York, Division of Employment, 

112 State Street, Albany, New York, 

for a revised COpy of the handbook. 


Remuneration of Principal 
Stockholders 


Special note should be made of the 
change in the definition of “remunera- 
tion”. It includes compensation paid 
on or after July 1, 1953, to principal 
stockholders provided such compensa- 
tion is taxable under the Federal Un- 
employment Tax Act. <A_ principal 
stockholder is a stockholder who owns 
25 per cent or more of the voting stock 
of an employer corporation. 

The amount of compensation subject 
to tax must be reported on the regular 
third and fourth quarter reports for 
1953. If the total compensation paid to 
the principal stockholders for those two 
quarters is less than $3,000, then that 
part of the compensation earned in the 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is Vice Chairman of the 
Society’s Committee on Labor and 
Management and a member of its 
Committee on State Taxation. 
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first two quarters necessary to bring the 
total up to $3,000 for the calendar year 
must be reported on the annual return 
form I[A-7, 


Compensation Subject to Tax 
on Annual Return 


Any gratuities reported and paid on 
a quarterly return may be substracted 
from the compensation reportable on 
the annual return and the tax paid on 
the difference provided such gratuities 
are not taxable under the Federal Un- 
employment Tax Act. 


1954 Unemployment Insurance 
Rates 


The Division has announced that 
1954 Unemployment Insurances Tax 
Rates will range from .5 percent of 
payrolls to 2.7 percent. It is important 
that Employers who would otherwise 
be qualified for reduced rates are, not 
barred. 

Qualified Employers include those 
who have been in the Unemployment 
Insurance system for 3% years imme- 
diately preceding the computation date. 
July Ist of any year. has been fixed as 
the date. On or before the September 
30th following the computation date, 
the Employer must have filed all con- 
tribution reports due for each of the 
14 calendar quarters of the 31% year 
period prior to that date. To be con- 
sidered for a reduced tax rate for 1954, 
the Employer should have filed returns 
for at least all quarters commencing 
with January 1, 1950, through June 
30, 1953. 

Furthermore the Employer must 
have paid some remuneration to em- 
ployees during the calendar year imme- 
diately preceding the computation date. 
To avoid disqualification in 1954, re- 
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Payroll Tax Notes 


muneration must have been paid to 
employees during the calendar year 
1952. 


Withholding of Rates 

Special attention is called to the fact 
that Employers who are delinquent in 
payments to the Fund are prohibited 
by law from receiving a reduced con- 
tribution rate even though otherwise 
qualified, unless and until the deficiency 
is paid in full. Employers will be noti- 
fied not later than December 31st of 
this year of any deficiency. It must be 
paid in full not later than March 31, 
1954. If not paid in full by March 31, 
1954, then contributions will have to 
be paid at the maximum rate through- 
out the year 1954. 


Negative Account Balances 

When more benefits have been paid 
out of an employer’s account than had 
been credited to it, the overdraft in the 
Employer’s account is known as a nega- 
tive balance. When on any July Ist 
computation date the Employer’s ac- 
count shows a negative balance, his 
Unemployment Insurance Rate for the 
following three years can be no lower 
than 2.7 percent. Some criticism has 
been directed at this provision of the 
law, because an Employer can be sad- 
dled with a 2.7 percent rate for three 
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years subsequent to his bad period even 
though the subsequent ratio of benefits 
paid out against contributions collected 
on the account may be most favorable. 

A suggested amendment to the law 
would have enabled Employers with 
small negative balances to pay volun- 
tary contributions into the Unemploy- 
ment Insurance Fund so as to offset 
the negative balance and enable the 
Employer to requalify for a lower Un- 
employment Insurance Rate by reason 
of a more favorable showing during 
the subsequent three year period. 


Contested Benefit Claims 
Deposits 


An Employer who disagrees with a 
Referee’s decision may appeal to the Un- 
employment Insurance Appeal Board. 
A $25.00 deposit must accompany the 
appeal. If the Appeal Board sustains 
the Referee, the deposit is forfeited. 
However if the Referee’s decision is 
modified or reversed the deposit will 
be returned along with the $10.00 de- 
posit required earlier for the Referee 
Hearing. When an Employer takes his 
case to court after adverse rulings by 
a Referee and an Appeal Board, all 
monies that he has previously deposited 
in connection with his claim will now 
be returned if the court modifies or re- 
verses the earlier decision. 
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the Editor of The New York 
Certified Public Accountant: 


In a recent visit to the Scandinavian 
countries I was in contact with a num- 
ber of state authorized public account- 
ants. In Stockholm I received a mem- 
orandum of the objects and manner of 
operations of their Society of Author- 
ized Accountants, which was incorpo- 
rated in the year 1923. The require- 
ments for admission to the Society are 
stiff: twelve years of school, then at- 
tendance at a Swedish University of 
Commerce and graduation with at least 
the mark “cum laude approbatur” in 
the subjects commercial economy and 
jurisprudence and the mark “appro- 
batur” in political economy and one 
foreign language; following that the 


candidate must have proved his apti- 
tude for the profession and be well rec- 
ommended after a service of not less 
than five years with an authorized pub- 


lic accountant. The matriculation at a 
University of Commerce requires, as a 
rule, a higher mark than “cum laude 
approbatur”’. The memorandum I re- 
ceived sets out in further detail the 
qualifications required for membership 
and some of the duties of a member 
toward his profession. 


The Society has a Council of seven 
members, which operates somewhat as 


our board of directors. Of its functions 
an interesting feature is the require- 
ment that the Council shall express an 
opinion regarding charged fees if asked 
for by any member, court of law, or 
arbitration court. The memorandum 
contains the following quotation with 
reference to settling disputes regarding 
fees and charges through arbitration. 
“On client’s demand the members are 
bound to submit to the Society for arbitra- 
tion every dispute about fees or charges. 
In such arbitration the Society is entitled 
to disregard any agreement about the fee, 
if the agreement is inimical to the legiti- 
mate interests of the client. The Council 
or any member of the arbitration court 
may not stipulate for remuneration.” 
The memorandum [ have does not 
state how a client threatened with a suit 
for collection of a fee is to know that 
the accountant, on demand, must sub- 
mit his claim to arbitration, and it 
would seem proper that prior to enter- 
ing a claim through the courts the ac- 
countant should be obliged to advise 
the client that he can have recourse to 
such arbitration. 
Perhaps we could profit by the 
adoption of a similar rule in our so- 
cieties of certified public accountants. 


Very truly yours, 


A. S. FEDDE 
New York, N. Y. 
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